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of New Product Development 
Processes: Japan and the 
United States 


Drawing on the marketing and management literatures, the authors identify strategic, tactical, and environmental 
factors that influence the commercial success of new products. They test the resulting conceptual model using data 
collected on 788 Japanese and 612 American new product development projects. The results provide insights into 
the antecedents and correlates of new product success and failure in both Japanese and U.S. firms, as well as into 


successful and unsuccessful management practices. 


gy-based new products are the focal point of compe- 
tition for many firms (Clark and Fujimoto 1991). In 
many markets, Japanese firms are perceived as formidable 
technological innovators. Over the past two decades, Japan- 
ese companies have captured growing shares of the global 
market for numerous high-technology products and have 
accelerated the pace of innovation in many industries. This 
success has led many to note that, whereas U.S. companies 
are strong in breakthrough research, Japan's strength lies in 
the application of technology to new products (Kodama 
1991, 1995; Miyazaki 1995). 

The innovation-based successes of prominent Japanese 
firms have prompted a general interest in Japanese manage- 
ment (e.g., Kotabe 1990; Kotabe et al. 1991; Nonaka 1990) 
and a specific interest in Japanese new product development 
(NPD) practices (Song and Parry 1992, 1993, 1996). The 
growing consensus is that the sources of Japanese success 
no longer reside in second-mover advantages. Many 
researchers suggest that Japan and the United States have 
reached a degree of parity in their competitive situation (e.g, 
Kodama 1991, 1995). Unfortunately, our knowledge of the 
Japanese NPD process is still sparse. With few exceptions, 
past research on the Japanese NPD process has been largely 
anecdotal, focused on the general advantages of the Japan- 
ese management system. To our knowledge, there has been 
no single study that provides a direct comparison of the 
determinants of new product success in Japan and the 
United States. The limited cross-national empirical research 


T in a variety of companies and markets, technol- 
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tends to focus on a single aspect of the NPD process (e.g., 
the research and development [R&D]-marketing interface) 
or is case-based, focusing on a few large, highly visible 
firms. Although several authors examine case studies of suc- 
cessful development projects in Japanese firms, their studies 
typically focus on intermediate outcomes, such as speed and 
flexibility (Imai, Nonaka, and Takeuchi 1985) or lead time 
and productivity (Clark and Fujimoto 1991). As a result, 
important comparative questions about U.S. and Japanese 
NPD practices remain. 

In this study, we attempt to answer some of these ques- 
tions by examining similarities and differences in the NPD 
processes of Japanese and U.S firms. To this end we 
reviewed the NPD literature and developed a conceptual 
framework that is based on Day and Wensley's (1988) 
source—position—performance (SPP) framework. We then 
reviewed constructs and their measures in separate focus- 
group interviews with members of 16 Japanese and 12 U.S. 
product development teams. Using iterative feedback from 
these case studies, focus group interviews, and two panels of 
experts, we developed a survey and sent it to 500 Japanese 
companies and 500 U.S. firms, yielding data on 612 U.S. 
and 788 Japanese NPD projects. An empirical test of the the- 
oretical framework and hypotheses provided insights into 
the antecedents of new product success and failure in Japan- 
ese and U.S. firms, as well as into successful and unsuc- 
cessful NPD practices. 

In the remainder of this article, we describe our research 
methodology, data analysis, and results. Our research 
methodology follows the guidelines for international 
research established by Douglas and Craig (1983). After 
briefly reviewing recent studies of NPD in Japanese firms 
and presenting our theoretical framework, we identify the 
specific factors to be examined in our research and hypoth- 
esize the relevant relationships among these variables. We 
then describe the preparation of our research instrument, our 
sampling procedures, and the administration of our ques- 
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tionnaires. After presenting our statistical analysis and 
results, we close with a discussion of research limitations, 
implications for new product management, and directions 
for further research. 


Theoretical Framework 


In an important discussion of competitive advantage, Day 
and Wensley (1988) link sources of advantage (skills and 
resources) to positional advantages on the basis of cost 
and/or product differentiation advantages. In turn, positional 
advantages influence performance outcomes, including sat- 
isfaction, loyalty, market share, and profitability. This 
framework provides a useful perspective for summarizing 
much of the recent literature on the determinants of new 
product success, because firm skills and resources, an 
important source of advantage, have figured prominently in 
studies of new product success. For example, many studies 
have reported a significant positive correlation between new 
product success and (1) the level of the firm's marketing 
resources and skills, which embrace marketing research, 
advertising and promotion, and sales force and distribution, 
and (2) technical resources and skills, which embrace R&D, 
engineering, and production (Calantone, Schmidt, and Song 
1996; Cooper 1979b; Cooper and Kleinschmidt 1987; Parry 
and Song 1994; Song and Parry 1994, 1996). 

Similarly, many NPD studies also identify positional 
advantages as important determinants of success. For exam- 
ple, in a comparison of projects from Europe and Japan, 
Utterback and colleagues (1976) report that successful pro- 
jects were more likely to involve products having a great 
competitive advantage. Cooper (1979b) and Song and Parry 
(1994) find a significant positive relationship between the 
level of new product success and measures of product dif- 
ferentiation, such as the presence of unique features, rela- 
tively high product quality, and the capability to reduce con- 
sumer costs or enable the consumer to perform a unique 
task. Maidique and Zirger (1984) link the probability of new 
electronic product success with a high performance-to-cost 
ratio, and a follow-up study emphasizes the provision of 
“significant value to the customer," where value to the cus- 
tomer is defined using measures that resemble those used by 
Cooper (1979a). 

New product studies also focus on factors that mediate 
the relationship between skills and resources and product 
differentiation (e.g., Calantone, Schmidt, and Song 1996). 
This focus is consistent with the competitive advantage 
framework of Day and Wensley (1988, p. 7), who observe 
the following: 


Superior skills and resources are not automatically con- 
verted into positional advantages, nor is there a certain 
performance payoff from superior cost or differentiation 
positions. Both conversions are mediated jointly by strate- 
gic choices, including objectives and entry timing and the 
quality of tactics and implementation. 


Therefore, many new product studies emphasize the 
technical aspects of NPD (e.g., Cooper 1979a; Maidique and 
Zirger 1984; Parry and Song 1994; Song and Parry 1994, 
1996). The literature also highlights the role of various mar- 
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keting tasks in new product success (e.g., Maidique and 
Zirger 1984; Rothwell et al. 1974, Utterback et al. 1976). 
Finally, the new product literature focuses on the moderat- 
ing effect of environmental variables such as market poten- 
tial and competitive intensity, though the importance of the 
latter variable is disputed by some studies (Cooper 1979а; 
Cooper and Kleinschmidt 1987, 1993). 


Research on Japanese NPD 


Kodama (1995, p. 8) argues that the most important capa- 
bility in NPD is "the ability to convert demand from a vague 
set of distant wants into well-defined products." This capa- 
bility, termed demand articulation, is a two-step process: the 
translation and integration of market data into a product con- 
cept and the decomposition of the product concept into 
development projects. Kodama proposes that Japanese firms 
applying the principles of demand-articulated NPD have 
three prerequisite characteristics: First, top management 
takes a long-term view of NPD—that is, a long-term com- 
mitment to providing the necessary resources for R&D; sec- 
ond, the industry as a whole, within which the firm operates, 
has a high degree of technological competence and therefore 
has a greater capacity for absorbing technologies from other 
industries; and third, the firm is involved in intense interfirm 
competition that motivates it to focus on customers' needs 
and innovate creatively. 

Recent studies of Japanese NPD are consistent with 
Kodama's description of demand-articulated NPD. For 
example, Imai, Nonaka, and Takeuchi (1985) examine seven 
case studies of innovative products 1n Japanese companies. 
Their analysis reveals one external factor that supports speed 
and flexibility in NPD: a self-organizing supplier network 
that is characterized by a shared division of labor, learning, 
information exchange, and reciprocity. They also identify 
six internal factors that support speed and flexibility: strate- 
gic direction from and subtle control by top management, 
self-organizing project teams, overlapping product develop- 
ment phases, cross-functional learning, and organizational 
transfer of learning (see also Nonaka 1990; Takeuchi and 
Nonaka 1986). Some of these practices appear consistent 
with Quinn's (1985, pp. 77—79) description of Sony, where 
senior managers focus on "their company's value system 
and atmosphere to support" innovation, and where product 
development incorporates "multiple approaches" and devel- 
opmental shoot-outs. More recent studies of the automobile 
industry identify other success factors, such as visionary 
team leaders and product integrity, which refer to a product's 
fit with the firm's image (Clark and Fujimoto 1990). 

We must be careful not to conclude that the characteris- 
tics identified here are uniquely Japanese. Some of the new 
product success factors identified in the studies of Japanese 
firms overlap with factors identified in studies of NPD in 
other countries. For example, Hise and colleagues (1990) 
report a positive correlation between cross-functional inte- 
gration and new product success, and Zirger and Maidique ` 
(1990) link top management commitment to new product 
success. Moreover, inferences about the general population 
of Japanese firms warrant caution, because the conclusions 
drawn by Imai, Nonaka, and Takeuchi (1985), Takeuchi and 


Nonaka (1986), and Nonaka (1990) are based on а small 
number of case studies. 

On the basis of our review of the NPD literature, we con- 
clude that there is currently insufficient evidence to general- 
ize about the relative importance of various NPD factors in 
Japanese and U.S. firms, because much of the current liter- 
ature on Japanese NPD provides only a sketchy description 
of a few large Japanese corporations (for exceptions, see 
Song and Parry 1996, 1997). Part of the problem may be the 
difficulty of obtaining valid data at the division level from 
foreign companies, particularly Japanese firms. The lack of 
data is compounded by cross-country variations in measures 
of new product performance. Many studies of U.S. and 
Canadian firms examine the determinants of new. product 
sales, share, and profits (e.g., Calantone and Cooper 1979, 
1981; Cooper 1979b; Crawford 1977; Zirger and Maidique 
1990). In contrast, studies of Japanese NPD focus on other 
measures of new product performance such as speed and 
flexibility of the NPD process (Imai, Nonaka, and Takeuchi 
1985) or lead time and productivity (Clark and Fujimoto 
1991). 

To address these problems, we build on our previous 
work (Song and Parry 1996), which analyzed data on 788 
new product projects collected from 404 Japanese compa- 
nies. We reported bivariate correlations between several 
measures of new product success and measures of several 


success factors identified in the product literature. Here, we 
provide a comparative perspective, adding data collected on 
612 U.S. projects and employing multivariate regression to 
compare explicitly the determinants of new product sales, 
market share, and profitability performance in U.S. and 
Japanese NPD projects. 


Proposed Model and Research 
Hypotheses 


According to Douglas and Craig (1983), the first step in 
international marketing research is to specify factors to be 
studied and hypotheses that relate these factors to one 
another. As noted previously, we explore the determinants of 
new product sales, share, and performance in Japanese and 
U.S. firms. Following Day and Wensley (1988), we link 
sources of advantage to the positional advantage of product 
differentiation, which in turn is linked to product perfor- 
mance. Within this SPP framework, the relationship 
between sources of advantage and product differentiation is 
mediated by the quality of implementation during the NPD 
process, and the relationship between product differentia- 
tion and product performance is moderated by environmen- 
tal and other variables. These relationships are summarized 
in Figure 1, and the underlying hypotheses are discussed 
subsequently. 


FIGURE 1 
A Conceptual Framework for Studying the NPD Process in Japan and the United States 
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Sources of Advantage 


Successful new products emerge from a combination of the 
firm's existing capabilities, skills, and resources (Clark and 
Wheelwright 1992; Day and Wensley 1988; Prahalad and 
Hamel 1990; Stalk 1988; Stalk, Evans, and Shulman 1992). 
According to resource dependency theory (Pfeffer and 
Salancik 1978), the existing experience base for a task deter- 
mines the pool of expertise, information, and other 
resources available to solve the problem at hand. This sug- 
gests that firm-specific techniques and understanding of var- 
ious information and procedures for creating and dissemi- 
nating knowledge enable effective NPD (Leonard-Barton 
1992). In the discussion that follows, we distinguish 
between function-specific sources of advantage, which span 
new product projects, and project-specific sources of advan- 
tages, which span functions. 


Function-specific sources of advantage. New products 
are generally more likely to be successful if they build on 
the firm's existing marketing strengths (Day 1981; Day and 
Nedungadi 1994; Day and Wensley 1988; Song and Parry 
1994, 1996; Zirger and Maidique 1990). A good fit between 
existing marketing skills and resources and the development 
project's need raises the project team's ability to gather mar- 
ket and competitive information and enhances the team's 
ability to interpret that information. This in turn provides 
greater insight for and focus to idea generation and screen- 
_ ing and to business and market opportunity analysis (Calan- 
tone, Schmidt, and Song 1996; Cooper 1979а). This same 
information also can provide direction to product commer- 
cialization efforts, permitting the efficient use of marketing 
resources and enhancing the firm's ability to differentiate 
the new product from competitive offerings. Therefore, we 
expect high levels of fit with existing marketing skills and 
resources to enhance development proficiencies and 
strengthen the relationship between product differentiation 
and relative product performance: 


H,: For U.S. and Japanese NPD projects, a project's fit with 
the firm’s existing marketing skills and resources is posi- 
tively related to proficiency in the following stages of the 
NPD process: (a) idea development and screening, (b) 
business and market opportunity analysis, (c) product test- 
ing, and (d) product commercialization. 


The firm’s existing base of technical strengths is also 
important. A high level of fit with the firm’s existing techni- 
са! resources and skills enhances the proficiency of techni- 
cal activities undertaken by the firm in the NPD process 
(Cooper 19792). This increase in technical proficiency 
Should increase product competitive advantage by raising 
the actual performance of the new product relative to com- 
petitors (Calantone, Schmidt, and Song 1996; Song and 
Parry 1997). 


H;: For U.S. and Japanese NPD projects, a project's fit with 
the firm’s technical skills and resources is positively 
related to proficiency in the technical development stage 
of NPD. 


Project-specific sources of advantage. Internal commit- 
ment refers to the existence within the firm of a group of 
individuals who push a development project forward toward 
completion and successful commercialization. These indi- 
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viduals can include members of top management, project 
leaders, project team members, and other product champi- 
ons within the firm (Griffin and Hauser 1992, 1993; Maid- 
ique and Zirger 1984; Zirger and Maidique 1990). These 
committed individuals ensure that the project remains a high 
priority within the firm, funnel and/or attract resources to 
the project, and work to maintain individual and corporate 
enthusiasm when the project encounters difficulties. These 
activities raise the level of technical development profi- 
ciency and enhance product commercialization efforts. 

Several studies of Japanese NPD emphasize the impor- 
tance of some different aspects of internal commitment. 
Clark and Fujimoto (1990) point to powerful and visionary 
team leaders as one crucial component in the success of 
some Japanese NPD efforts. From a study of five innovative 
Japanese products, Imai, Nonaka, and Takeuchi (1985, pp. 
342-44) conclude that Japanese top management provides 
the initial kickoff to the development process by “signaling 
a broad strategic direction or goal for the company,” giving 
the project team “а side degree of freedom” and “setting 
very challenging parameters.” In addition, top management 
exercises “subtle control” by establishing shared values, 
assigning team members, creating an open work environ- 
ment, encouraging information collection and exchange, 
and rewarding team (as opposed to individual) performance 
(pp. 358-59; see also Clark and Fujimoto 1991; Quinn 
1985; Takeuchi and Nonaka 1986). Therefore, we hypothe- 
size the following: 


Н;: For U.S. and Japanese NPD projects, the level of internal 
commitment to a project is positively related to proficiency 
in the following stages of product development: (a) idea 
development and screening, (b) business and market 
opportunity analysis, (c) technical development, (d) prod- 
uct testing, and (e) product commercialization. 


Cross-functional integration refers to the level of unity 
of effort across functional areas in developing and launching 
a new product. The need for cross-functional integration in 
NPD activities is well established (Griffin and Hauser 1992, 
1993; Olson, Walker, and Ruekert 1995; Song and Parry 
1992, 1993). Many NPD studies identify cross-functional 
integration as an important mechanism for information 
transfer (e.g., Ruekert and Walker 1987), cross-functional 
learning, and problem solving (e.g., Clark and Fujimoto 
1990; Imai, Nonaka, and Takeuchi 1985; Nonaka 1990; 
Quinn 1985; Takeuchi and Nonaka [986). 

High levels of cross-functional integration enhance the 
project team’s effort to gather and disseminate information, 
which in turn affects the proficiency of NPD activities such 
as product design and testing. These information flows are 
also critical for the development of effective sales forecasts, 
product modifications, and product support. Moreover, 
cross-functional integration early in the development 
process can reduce the number of redesigns and respecifica- 
tions, thereby reducing development time, lowering devel- 
opment costs, and raising new product success rates (Nor- 
ton, Parry, and Song 1994). Therefore, we hypothesize the 
following: 


H4: For U.S. and Japanese NPD projects, the level of cross- 
functional integration is positively related to proficiency in 
the following stages of product development: (a) idea 


development and screening, (b) business and marketing 
opportunity analysis, (c) technical development, (d) prod- 
uct testing, and (e) product commercialization. 


This hypothesis is consistent with several studies that 
identify cross-functional communication as an important 
tactical success factor in U.S. (Hise et al. 1990; Maidique 
and Zirger 1984) and Japanese firms (Imai, Nonaka, and 
Takeuchi 1985; Norton, Parry, and Song 1994; Song and 
Parry 1992; Takeuchi and Nonaka 1986). 


Quality of Implementation in the NPD Process 


Many studies point to different NPD activities as important 
determinants of new product success. For example, Ruben- 
stein and colleagues (1976) study 54 U.S. new product pro- 
jects and conclude that superior techniques for data gather- 
ing, analysis, and decision making is one important facilita- 
tor of success (see also Rothwell 1974; Rothwell et al. 1974; 
Utterback et al. 1976). Maidique and Zirger (1984, p. 201) 
also conclude that new product success is more likely when 
(1) “the developing organization is proficient in marketing 
and commits a significant amount of its resources to selling 
and promoting the product" and (2) “the R&D process is 
well planned and executed.” Similarly, Cooper (19792) and 
Song and Parry (1994) report positive and significant corre- 
lations between new product success and measures of devel- 
opment proficiency, which includes measures of proficiency 
in screening, preliminary market and technical assessments, 
market research, product development, test marketing, and 
market launch. 

Within the context of the SPP model described previ- 
ously, technical and marketing development proficiencies 
can be interpreted as "mediating events that determine the 
degree of leverage an investment in a particular skill or 
resource has on cost or differentiation" (Day and Wensley 
1988, p. 6). Specifically, these proficiencies affect the 
strength of the relationship between sources of advantage 
and the positional advantages of product differentiation. 
Therefore, we hypothesize the following: 


Hs: For U.S. and Japanese NPD projects, the level of product 
differentiation is positively related to proficiency in the 
following stages of product development: (a) idea devel- 
opment and screening, (b) business and marketing oppor- 
tunity analysis, (c) technical development, (d) product test- 
ing, and (e) product commercialization. 


Positional Advantage: Product Differentiation 


The SPP framework links product differentiation to product 
performance, because differentiated products offer greater 
potential for customer satisfaction and loyalty (Day and 
Wensley 1988). Consistent with this reasoning, several stud- 
ies suggest that product differentiation 1s one of the most 
important predictors of new product success (e.g., Cooper 
and Kleinschmidt 1987, 1993; Parry and Song 1994, 1996). 
However, Day апа Мепзјеу (1988) argue that the conversion 
of a positional advantage into performance outcomes is not 
automatic but is moderated by other factors. Within the con- 
text of NPD, we distinguish two classes of moderating vari- 
ables: source-of-advantage variables and environmental 


variables. In the first class, the firm’s marketing skills and 
resources influence its ability to obtain distribution and, 
through advertising, sales, and promotion, convert prefer- 
ence into trial and repeat purchase behavior. Therefore, we 
hypothesize the following: 


Hg: For U.S. and Japanese NPD projects, a high level of pro- 
Ject fit with the firm's marketing skills and resources 
strengthens the relationship between product differentia- 
tion and relative product performance. 


The second class of variables that moderate the relationship 
between differentiation and performance describe the pro- 
ject’s environment. The level of internal commitment influ- 
ences the zeal with which resources are applied to market- 
ing a new product, which in turn increases the likelihood 
that a differentiated product will be successful in the market. 
High levels of internal commitment should also increase the 
efficiency of marketing and manufacturing expenditures, 
thereby increasing new product profitability. Therefore, we 
hypothesize the following: 


Н;: For U.S. and Japanese NPD projects, a high level of 
internal commitment to a project strengthens the rela- 
tionship between product differentiation and relative 
product performance. 


We also distinguish two environmental variables that are 
external to the firm. Market potential refers to the attrac- 
tiveness of a target market, which reflects market character- 
istics such as size and growth. Market potential also reflects 
the need level of target market customers and the impor- 
tance to customers of products addressing those needs. 
Therefore, a high level of market potential increases a new 
product’s potential sales, share, and profit performance 
(Cooper 1979b; Cooper and Kleinschmidt 1987; Song and 
Parry 1994). We therefore hypothesize the following: 


Hg: For U.S. and Japanese NPD projects, increases in the 
level of market potential strengthen the relationship 
between product differentiation and relative product per- 
formance. 


Competitive intensity refers to the nature of interfirm 
rivalry within the firm's target market. When competitive 
intensity is high, a new product introduction should elicit 
aggressive responses from competitors, which should 
adversely affect new product performance. The empirical 
evidence for this hypothesis is mixed. Many of the Japanese 
and U.S. managers in our case studies attributed the failure 
of their high-quality products to an intense competitive envi- 
ronment. А study of the U.S. electronics reported that “fail- 
ures were more likely for products introduced into highly 
competitive markets" (Zirger and Maidique 1990, p. 878; 
see also Cooper 1979a, b). However, other studies of North 
American firms have failed to find a significant relationship 
between market competitiveness and new product success 
(e.g., Cooper 1979a; Cooper and Kleinschmidt 1987, 1993). 
Nevertheless, because the intuition is compelling, we 
hypothesize the following: 


Hg: For U.S. and Japanese NPD projects, increases in the level 
of competitive intensity weaken the relationship between 
product differentiation and relative product performance. 
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Methodology 
Overall Design 


Our overall research design, which combines case studies 
and survey research, follows the procedure for conducting 
cross-national comparative research outlined in Douglas and 
Craig (1983) and extended by Song and Parry (1996). Key 
tasks include specifying and categorizing variables, design- 
ing an appropriate research instrument, and developing 
appropriate sampling and survey administration techniques 
and procedures (for details, see Song and Parry 1996). To 
develop appropriate measures for cross-cultural research, 
we adapt Churchill's (1979; see also Gerbing and Anderson 
1988) paradigm for developing measures of marketing con- 
structs. We refine relevant measurement scales identified 
from the NPD literature through in-depth case studies and 
focus group interviews with U.S. and Japanese NPD teams, 
follow-up interviews with individual team members, and 
consultation with academic "experts" from Japanese and 
U.S. engineering and business schools. In particular, we 
conducted 36 in-depth case studies and focus group inter- 
views with 12 U.S. and 16 Japanese NPD teams and con- 
cluded with 92 follow-up interviews with individual team 
members. 

The focus group-interview questionnaire contained 
more than 180 open-ended and semistructured questions. 
One subset of questions was designed to elicit salient con- 
structs and team-member definitions of those constructs. 
Team members were first asked their opinions regarding 
important issues in NPD. These discussions permitted an 
assessment of conceptual equivalence of constructs (Dou- 
glas and Craig 1983; Song and Parry 1996). A second sub- 
set of questions was designed to elicit team-member evalu- 
ations of a theoretical model of the NPD process to describe 
their own NPD experiences. These discussions permitted an 
assessment of the functional equivalence of constructs 
(Douglas and Craig 1983; Song and Parry 1996). A third 
subset of questions addressed team-member perceptions of 
the relevance and completeness of scale items drawn from 
our literature review and earlier case studies. These discus- 
sions enabled us to evaluate the category equivalence of our 
constructs (Douglas and Craig 1983; Song and Parry 1996). 
The results from these case studies suggest that several 
scales used in North American studies could be used (with 
minor modifications) in a comparison of Japanese and U.S. 
NPD processes. 


Survey Instrument Development 


After completing the first round of focus group inter- 
views, we followed the recommendations of Churchill 
(1979) and identified subsets of items that were unique 
and possessed “different shades of meaning” to infor- 
mants. We then submitted a list of constructs and corre- 
sponding measurement items to a panel of eight academic 
“experts” from prominent business and engineering 
schools in Japan and the United States for critical evalua- 
tion and suggestions for additional measures (Song and 
Parry 1996). Following minor revisions and a second 
review by four academicians and five NPD managers, we 
constructed a questionnaire using those items judged to 
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have high consistency and face validity. А Japanese ver- 
sion was then prepared using the parallel-translation/dou- 
ble-translation method (Adler 1983; Song and Parry 1996; 
Sekaran 1983) Two Japanese professional translators 
independently prepared Japanese versions of the question- 
naires, and two others independently translated the Japan- 
ese translations back into English. Minor inconsistencies 
were resolved in a group meeting with all four translators, 
and the appropriateness of the final Japanese version was 
confirmed through discussions with selected participants 
from the case-study interviews. 

Two pretests followed, the first with six Japanese gradu- 
ates from two well-regarded U.S. business schools and four 
Japanese executives. These bilingual respondents completed 
the questionnaire in the presence of the first author, asking 
questions as problems or ambiguities arose. The second 
pretest involved a professionally drafted questionnaire that 
was administered to all the participants of the 36 case stud- 
ies in the 12 U.S. and 16 Japanese NPD teams mentioned 
previously. Both pretests yielded only minor suggestions for 
improvement, which were incorporated into the final version 
of the questionnaire. (A detailed description of the case 
studies and survey development processes is contained in 
Song and Parry 1996.) 


Japanese Sample Design and Responses 


Our Japanese sampling frame was defined by identifying 
all 792 nonservice Japanese companies traded on the 
Tokyo, Osaka, and Nagoya stock exchanges. A presurvey, 
administered by phone or mail, narrowed the sampling 
frame to 611 firms that had developed at least four new 
physical products since 1991. Because of budgetary con- 
straints, we randomly selected 500 of the 611 firms in the 
sampling frame for our survey. Following the total design 
method for survey research (Dillman 1978), the first mail- 
ing packet included two copies of a personalized letter 
(one in English and one in Japanese), two identical Japan- 
ese-language questionnaires, and two international 
express postage-paid envelopes with individually typed 
return-address labels. Each participating firm was asked to 
select two projects introduced after 1991. To maximize 
potential variance and avoid perceptual biases, each com- 
pany was asked to select one successful project and one 
failure. 

Our focus group interviews uniformly indicated that the 
project managers/leaders were good informants. Neverthe- 
less, we requested that the project manager for each selected 
project obtain responses from team members. To increase 
the response rate, we supplemented our extensive personal 
contacts and networking efforts with numerous incentives. 
Four follow-up letters and multiple phone calls and faxes 
yielded 788 usable questionnaires from 404 Japanese firms, 
an effective company response rate of 8196 (404/500). 

Through follow-up telephone interviews and mail sur- 
veys, we examined concerns about the validity and reliabil- 
ity of the information provided by respondents. We con- 
cluded that the information was reliable and valid, because 
(1) each questionnaire was completed by a project manager 
identified as a knowledgeable source regarding all aspects of 
the project's development (Phillips 1981), (2) 9596 of the 


project managers consulted with other managers before 
completing the questionnaire, and (3) 83.696 of the project 
managers had five team members complete the question- 
naire, after which the team members met to reach consensus 
on the ratings. 


The U.S. Sample Design and Responses 


The sampling frame for the U.S. sample consisted of a mail- 
ing to all companies listed in the High-Technology Indus- 
tries Directory. The research design used in the Japanese 
sample was strictly followed for the U.S. sample except that 
everything was in English. After assessing the similarity of 
industry representation in the Japanese and U.S. sampling 
frames, we narrowed the U.S. list to 643 firms that met the 
criteria of developing and commercializing at least four new 
physical products since 1990. Like the Japanese sample, a 
random sample (with industry stratification to match the 
Japanese sample) of 500 firms was selected for the final sur- 
vey. In administering the mail survey, we followed the exact 
procedures described in the Japanese sample with the excep- 
tion that all materials were in English. Once again, members 
in our research team were instructed to follow the same data 
collection protocol in the entire data collection process. 

As in the Japanese sample, we offered many incentives 
to increase the response rate in addition to extensive per- 
sonal contacts and networking efforts. Furthermore, we 
heavily promoted the research report and briefs designed to 
summarize the findings of the Japanese sample as an addi- 
tional incentive for U.S. sample respondents. After four fol- 
low-up letters and several phone calls, we received usable 
questionnaires on 612 NPD projects (312 successes and 300 
failures) from 312 U.S. firms (excluding the responses from 
6 companies that were not usable). Thus, the effective com- 
pany response rate for the U.S. sample was 62.496 
(312/500). In the follow-up survey, 8796 of the respondents 
reported that they had at least consulted with team members. 


Measures 


All variables were measured with multiple-item scales. 
Although many items were developed specifically for this 
comparative study, other measurement items derived from 
existing, well-validated scales. In Appendix A, we report the 
items used to measure each of the constructs, the response 
format employed in the questionnaire, and selected sources 
for each item. All items employed a zero-to-ten point scale. 
In the discussion that follows, let оу and Cys denote the reli- 
ability coefficients from the Japanese and U.S. samples, 
respectively. 

To measure relative product performance, we use three 
different scales. One four-item scale measured relative prof- 
itability (Œy = .97; Qs = .96), one three-item scale measured 
relative sales (ај = .93; Qus = .929), and a second three-item 
scale measured relative market share (à = .96; as = .94). 
On the basis of our 36 in-depth case studies and focus group 
interviews with both Japanese and U.S. firms, these subjec- 
tive scales are appropriate, because they capture the percep- 
tions of the respondents that underlie their decision-making 
processes and permit comparisons across firms, on the basis 
of firms' individual assessments given their particular indus- 
tries, time horizons, economic conditions, and goals. 


The use of the subjective scale may be criticized for not 
generating standardized measures of product success and 
failure across firms, industries, and countries (e.g., the scale 
would permit the same product to be rated a success by one 
project team and a failure by another). However, this is an 
artifact of real-world differences among firms, industries, 
economic conditions, accounting rules, temporal situations, 
and decision criteria rather than a criticism of these scales. 
As suggested by both U.S. and Japanese managers during 
our case study interviews, using the perceived performance 
measurement scales permits comparisons across firms and 
countries, on the basis of each project team's assessments 
within its own particular industry, culture, time horizon, 
economic condition, and expectations. Furthermore, many 
recent marketing studies also use subjective measures of 
performance (Jaworski and Kohli 1993; Olson, Walker, and 
Ruekert 1995). 

Marketing skills and resources (Oy = .97; aus = .89) 
refer to a project's fit with the firm's existing marketing 
capabilities. This construct was measured with eight items 
that addressed the firm's marketing research, sales force, 
distribution, and advertising/promotion resources and skills. 
These measures were adapted from the items developed by 
Cooper (19792). Technical skills and resources (ај = .95; 
Qus = .84) refer to a project's fit with the firm's existing 
technical capabilities. The six-item scale used to measure 
this construct addresses the firm’s R&D, engineering, and 
manufacturing resources and skills. All items were adapted 
from Cooper (1979b). 

Internal commitment (ај = .52; Qys = .65) refers to the 
existence of individuals in the firm who were dedicated to 
the success of the project. This construct was measured with 
three items that assessed senior management support, the 
existence of a project champion, and the firm's confidence 
regarding the project's future commercial success. These 
measures were also adapted from the items developed by 
Cooper (1979b). Cross-functional integration (a, = .79; Oys 
— .88) refers to the level of unity of efforts across functional 
areas in developing and launching a new product. We use a 
four-item scale to measure cross-functional integration. 
These items emerged from the work of Maidique and Zirger 
(1990; see also Maidique and Zirger 1984) and from the 
case study interviews with NPD team members. The items 
address the degree to which NPD and commercialization 
were cross-functional team efforts, as well as the level of 
integration between (1) R&D and manufacturing, (2) R&D, 
and marketing, and (3) manufacturing and marketing. 

Because both product differentiation and relative prod- 
uct performance reflect the firm's actual product develop- 
ment efforts, we included five scales designed to measure 
the firm's proficiency in key stages of the NPD process: idea 
development and screening (five items), business and mar- 
ket opportunity analysis (seven items), technical develop- 
ment (nine items), product testing (four items), and product 
commercialization (seven items). In every case, the reliabil- 
ity coefficients for these quality-of-implementation scales 
exceeded .75 for both Japanese and U.S. samples. Six items 
composing these scales were drawn from the NPD literature, 
and the others were developed from our case studies and 
focus group interviews with 28 U.S. and Japanese NPD 
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teams. The decision to use five scales to assess quality of 
implementation is based on our conversations with members 
of U.S. and Japanese NPD teams and is consistent with 
other descriptions of the NPD process (e.g., Urban and 
Hauser 1993). Moreover, the inclusion of these variables in 
the regression analyses described subsequently is consistent 
with a variety of studies that emphasize the importance of 
proficiently executing various tasks during product concep- 
tualization, development, and launch (e.g., Calantone and 
Cooper 1979, 1981; Cooper and Kleinschmidt 1987). 

Product differentiation (ај = .90; Qys = .89) refers to a 
product's perceived superiority relative to competitive prod- 
ucts. We measured this construct with ten items drawn from 
Cooper (1979b) and Zirger and Maidique (1990). These 
items address the product's innovativeness, relative unique- 
ness, relative quality, and relative performance. 

Market potential (œj = .75; Oys = .73) refers to the 
potential demand within the target market for the firm’s new 
product. The four-item scale used to measure this construct 
addresses the number of potential customers, the strength of 
their need for the firm’s product, the dollar size of this mar- 
ket, and the market’s growth rate. Competitive intensity (oy 
= .74; Qus = .77) refers to the nature of interfirm rivalry 
within the firm’s target market. The six items used to mea- 
sure this construct address the number of firms in the target 
market, the existence of a strong competitor, the importance 
of price and new product rivalry, and the loyalty of cus- 
tomers to existing firms as well as their satisfaction with the 
products offered by those firms. Most of these items were 
adapted from Cooper (1979b), but one (frequency of new 
product introductions) emerged from the case studies 
described previously. 

Appendix A reports item-total correlations for each of 
the scales defined here. With one exception (internal com- 
mitment), construct reliabilities in both the Japanese and 
U.S. samples exceed .70 and lie in the acceptable range sug- 
gested by the literature (Peter 1979, 1981). Moreover, a 
majority of the constructs have reliability coefficients that 
meet or exceed .80. Examination of the patterns of item-item 
correlations and item-total correlations also indicates that 
the measures were satisfactory. 


Model Estimation and Results 


We evaluate the research hypotheses in three steps. First, we 
“use ordinary least squares (OLS) regression to estimate five 
models explaining the level of proficiency in various stages 
of the NPD process. These models permit us to evaluate the 
relationship between sources of advantage and quality of 
implementation in the NPD process (i.e., the hypotheses 
linking development proficiencies with marketing compe- 
tencies, technical competencies, internal commitment, and 
cross-functional integration). Second, we estimate an OLS 
model explaining product differentiation. This model per- 
mits us to evaluate Hs, which links product differentiation to 
quality of implementation in the NPD process. Third, we 
estimate an OLS model assessing relative product perfor- 
mance, which permits us to assess the moderating effects of 
sources of advantage and environmental factors on the rela- 
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tionships between product differentiation and relative prod- 
uct performance. 

We performed several diagnostic tests and requested and 
examined scatterplots of the residuals as part of the initial 
regression analysis to test for appropriateness of the 
assumptions of normality, linearity, and homoscedasticity. 
An examination of residual plots suggests that these 
assumptions were appropriate in both samples. An applica- 
tion of the Belsley, Kuh, and Welsch (1980) multicollinear- 
ity diagnostic test indicates no serious multicollinearity 
problems. 


Quality of Implementation: The Development 
Proficiency Regressions 


In Table 1, we report the results of testing H,—H4. The 
adjusted R2s ranged from .22 to .49 in the U.S. sample and 
from .20 to .49 in the Japanese sample. In both samples, all 
coefficients were positive and significant in all five equa- 
tions with one exception (the coefficients of internal com- 
mitment in the U.S. product testing equation [Нз] are nega- 
tive but insignificant). Therefore, H,—-H4 are supported. 


Product Differentiation Regressions 


In Table 2, we report the results of OLS regressions of prod- 
uct differentiation on the independent variables identified 
previously. The adjusted R2s were .18 and .23 for the U.S. 
and Japanese regressions, respectively. In both the U.S. and 
Japanese samples, product differentiation was positively and 
significantly related to proficiencies in business and market 
analysis, technical development, and product testing. These 
results support Hsp, Hse and Hsg. Note also that in both the 
Japanese and U.S. regressions, proficiencies in business and 
market analysis appear to have the greatest impact on prod- 
uct differentiation. 

Not all hypotheses, however, were supported in both 
samples. The coefficient of proficiency in commercializa- 
tion was positive in both samples but was insignificant in the 
Japanese sample. Moreover, the coefficient of proficiency in 
idea generation and screening was negative in both samples 
and significant at the 596 level of confidence in the U.S. 
sample. Therefore, На, was supported only in the U.S. sam- 
ple, and H5, was not supported in either sample. 


Relative Product Performance Equations 


In Table 3, we report the results of OLS regressions of rela- 
tive profitability, sales, and market share on four variables 
created by multiplying product differentiation by measures 
of marketing competency, internal commitment, market 
potential, and competitive intensity. The adjusted R2s for 
these regressions ranged from .37 to .44. In each equation, 
all four interaction terms were significant and had the 
hypothesized signs, supporting Hg-Hg. 

А comparison of the U.S. and Japanese regressions in 
Table 3 reveals two interesting results. First, regardless of 
the performance measure used, the magnitude of the stan- 
dardized coefficient on the interaction between product dif- 
ferentiation and market potential in the Japanese sample is 
approximately three times the magnitude of the correspond- 
ing coefficient in the U.S. sample. Therefore, the relation- 
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ship between product differentiation and relative product 
performance appears to be more heavily influenced by mar- 
ket potential in Japanese than in U.S. NPD projects. On the 
one hand, this result may indicate that, in low-potential mar- 
kets, Japanese and U.S. project teams are equally effective 


in converting product differentiation advantages into relative 
performance outcomes, but in high-potential markets, 
Japanese project teams are relatively more effective. On the 
other hand, it may mean that, in high-potential markets, 
Japanese and U.S. project teams are equally effective in con- 


TABLE 2 
Results of OLS Estimation: Standardized Coefficients from 
Positional Advantage of Product Differentiation Regresslon 





Product Differentiation 
Quality of Implementation Variables U.S. Sample Japanese Sample 
Proficiency in the Idea Development and Screening Stage (Hs) – 11“ —.04ns 
(72.21) (-.91) 

Proficiency in the Business and Market Opportunity Analysis Stage (Hsp) .30" .31* 

(5.20) (6.18) 
Proficiency in the Technical Development Stage (На) .10** .18* 

(2.10) (3.41) 
Proficiency in the Product Testing Stage (Hsq) .10** .09* 

(2.18) (2.40) 
Proficiency in the Product Commercialization Stage (Hse) .10** .01ns 

(1.85) (11) 
Adjusted R-square . 

.18 .23 

Regression F-value 26.92* 48.75* 


Notes: The numbers in parentheses аге t-statistics. Test of significance Is based on one-tailed test. 


“p< .01. 
**p« .05. 
ns[ndicates not significant at 95% confidence level. 


TABLE 3 
Moderator Effects of Environmental and Marketing Competencies Factors оп 
Relative Product Performance 


Relative Profitability Relative Sales Relative Market 
Equation Equation Share Equatlon 
U.S. Japanese U.S. Japanese U.S. Japanese 
Moderating Factors Sample Sample Sample Sample Sample Sample 
(Product Differentiation) x (Marketing Skills and .27* .07** .27* .09* .28* .1* 
Resources) (Hg) (5.22) (1.90) (5.29) (2.33) (5.72) (2.69) 
(Product Differentiation) x (Internal Commitment) .З4* .39* .31* .31* .39* .44* 
(H7) (5.48) (8.97) (5.06) (6.84) (6.49) (9.92) 
(Product Differentiation) x (Market Potential) 12“ .31* 137" .32* 11“ .22* 
(На) (2.02) (6.83) (2.16) (6.80) (1.86) (4.66) 
(Product Differentiation) x (Competitive Intensity) —41* —.11* —.10* —.06** —.15* —.13* 
(Hg) (2.83) (73.44) (–2.41) (-1.72) (-3.80) (–3.90) 
Adjusted R-square .37 44 37 .40 42 At 
Regression F-value 92.58* 153.13* 90.61* 131.17* 110.74* 139.22* 


Notes: The numbers in parentheses are t-statistics. Test of significance is based on one-tailed test. 


*p « .01. 
**p « .05. 
- r*[ndicates not significant at 95% confidence level. 
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verting product differentiation advantages into relative per- 
formance outcomes, but in low-potential markets Japanese 
project teams are relatively less effective. Both scenarios are 
consistent with our results; distinguishing between the two 
remains а topic for further research. 

Second, regardless of the performance measure used, the 
magnitude of the standardized coefficient on the interaction 
between product differentiation and marketing skills and 
resources in the U.S. sample is approximately three times 
the magnitude of the corresponding coefficient in the Japan- 
ese sample. Therefore, the relationship between product dif- 
ferentiation and relative product performance appears to be 
more heavily influenced by marketing skills and resources 
in U.S. NPD projects than in Japanese NPD projects. This 
may reflect structural characteristics of the Japanese econ- 
omy that limit the impact of variations in marketing skills 
and resources on the relationship between product differen- 
tiation advantages and relative product performance. 
Because the verification of this hypothesis is beyond the 
scope of the present study, we leave it as a topic for further 
research. 


Discussion 


The results summarized here confirm the usefulness of our 
conceptual framework in understanding the relationship 
between new product performance and sources of advan- 
tage, quality of implementation, and positional advantages. 
In particular, the large-scale Japanese and U.S. new product 
data examined here clearly support the following seven con- 
clusions. First, increases in a project's fit with the firm's 
existing base of marketing and technical skills and resources 
lead to increases in the quality of implementation during the 
NPD process. The importance of technical fit assumes spe- 
cial significance given Kodama's (1995, p. 54) description 
of Japanese technology strategy: 


[In Japanese firms] a localized technical knowledge is 
developed and applied to less demanding low-end markets. 
As the technology is mastered and production experiences 
accumulated, development is directed toward the high-end 
market... Only after the process and the technology is 
mastered is the technology introduced in markets with 
higher margins and more specialized applications. 


Second, our results support the notion that the concept of 
"sources of advantage" embraces more than simply func- 
tion-specific skills and resources. Also important are pro- 
ject-specific sources of advantage such as internal commit- 
ment and cross-functional integration that span individual 
functional areas. Although many new products studies have 
recognized the importance of internal commitment, our case 
study interviews with U.S. and Japanese NPD teams offered 
several interesting perspectives on cross-functional integra- 
tion. Project-team members argued that high levels of cross- 
functional integration enhance the diffusion of market and 
customer knowledge among all members of the project 
team. In addition, high levels of cross-functional integration 
were perceived to facilitate close R&D-customer contact 
during the later stages of development, including customer 
tests of product prototypes, test market, and market launch. 


Finally, team members reported that high levels of CIOSS- 
functional integration simplified the process of obtaining the 
necessary consensus from marketing, engineering, and man- 
ufacturing to kill a project. Thus, high levels of cross-func- 
tional integration increase the likelihood that unsuccessful 
new products will be withdrawn from the market relatively 
soon, thereby decreasing the financial losses associated with 
the project. 

Third, this study confirmed the importance of tactical 
implementation in mediating the relationship between 
sources of advantage and positional advantage. For both 
U.S. and Japanese samples, proficiencies in three stages of 
product development appear to assume special significance: 
business and market opportunity analysis, product testing, 
and product commercialization. Moreover, in both Japanese 
and U.S. firms, proficiencies in business and market analy- 
sis appear to have the greatest impact on product differenti- 
ation. This finding underscores the importance of careful 
analyses of customer segments and competitors to deter- 
mine desired product features and benefits. This analysis 
should be complemented by technical and manufacturing 
feasibility analysis and a business plan that establishes the 
standards for assessing product performance and market 
acceptance. 

Fourth, our findings indicate that the relationship 
between product differentiation and relative product perfor- 
mance reflects the impact of marketing skills and resources 
and internal commitment. These results highlight the impor- 
tance of motivation and resources (e.g., distribution, sales, 
and promotion resources) in translating perceptions of prod- 
uct differentiation into sales, market share, and profit. 

Fifth, our findings strongly suggest that the relationship 
between product differentiation and relative product perfor- 
mance is strengthened by increases in market potential. As 
noted previously, one possible interpretation of this result is 
that, relative to U.S. firms, Japanese firms competing in 
high-potential markets do a better job of converting product 
differentiation advantages into product performance out- 
comes. This interpretation is consistent with the perceptions 
of Japanese executives reported by others (Kotabe et al. 
1991) and observed in our case studies, as well as with stud- 
ies that have attributed the successes of prominent Japanese 
firms in U.S. markets to a successful analysis of large mar- 
kets in which “demands for quality, product features, value, 
after-sales service, and so on were not being met" (Lazer, 
Murata, and Kosaka 1985, p. 78). If this interpretation is 
correct, it may suggest that Japanese companies have a com- 
parative advantage, relative to U.S. firms, in a key competi- 
tive rationality skill (Dickson 1992): the ability to nurture, 
build, and dominate potential high-growth markets. There- 
fore, researchers in the future should examine the compara- 
tive speed with which Japanese firms leverage initial differ- 
entiation advantages to develop and expand high-potential 
markets.! 

Sixth, our findings indicate that the relationship between 
product differentiation and product performance is weakened 
by increases in competitive intensity. This result is consistent 


'We thank an anonymous reviewer for this observation. 
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with the observations of Kotler and Fahey (1982, p. 6), who 
attributed the success of some prominent Japanese firms to 
targeted marketing efforts that avoid aggressive competitors 
in favor of “weak and complacent competition,” choosing 
"product market sectors where competitors are unable and/or 
unwilling to respond vigorously to their market entry and 
where competitors may cede to the Japanese entire market 
sectors" (see also Kotler, Fahey, and Jatusripitak 1985; Sims 
1986). The moderating role of competition also may explain 
why some studies that examine the correlation between com- 
petitive intensity and product performance fail to find a sig- 
nificant relationship between market competitiveness and 
new product success (e.g., Cooper 197792). 

Seventh, perhaps one of the most surprising aspects of 
our results is their consistency across U.S. and Japanese new 
product projects. This was unexpected given the many dis- 
cussions of "unique" Japanese approaches to NPD (e.g., 
Imai, Nonaka, and Takeuchi 1985; Nonaka 1988, 1990). A 
closer examination of these studies, however, reveals that 
most discussions of differences between Japanese and U.S. 
firms focus on processes such as ways to enhance imple- 
mentation, whereas our study emphasizes the relationships 
among sources of advantage and implementation, positional, 
and performance outcomes. Our findings suggest that, 
regardless of the methods used to enhance implementation of 
the NPD process, the impact of implementation quality on 
the relationship between sources of advantage and positional 
advantage is consistent across Japanese and U.S. cultures. 
This consistency raises questions about the possible exis- 
tence of some universal principles in the NPD process. 


Managerial Implications 


The results presented here have clear implications for the 
project selection process. From a technical perspective, 
firms are advised to assess a potential project's fit with inter- 
nal R&D, engineering, and manufacturing competencies. 
From a marketing perspective, the important dimensions of 
project fit include marketing research, distribution, sales 
force, and communication competencies. 

Our results also have important implications for project 
management. We argue that two aspects of project manage- 
ment—internal commitment and cross-functional integra- 
tion—can create project-specific sources of advantage. To 
foster internal commitment, senior management can directly 
communicate a project's importance. This communication 
can be reinforced over time by allocating personnel and 
resources that signal management's continued commitment 
to the project. These efforts can be supported by selecting 
project or team leaders capable of attracting resources and 
maintaining individual and corporate enthusiasm for the 
development project. 

The second project-specific source of advantage, cross- 
functional integration, arises from information sharing, 
coordination, and participation in the development process 
by R&D, manufacturing, and marketing. Our case studies 
suggest that a high level of cross-functional integration and 
learning can be realized by promoting "exploring" or 
“importing.” Learning by exploring involves “out-of-role” 
behaviors and/or extension of an individual's functional 
knowledge domain through participation in the activities of 
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functions. Learning by importing involves including person- 
nel from outside the function's traditional boundaries in 
functional activities for the purpose of increasing the variety 
of perspectives and acquiring extrafunctional knowledge 
(Moneart and Souder 1990). For example, R&D can gain 
better understanding about consumers and competition by 
jointly visiting major customers and conducting market 
research studies with marketing people, as well as by includ- 
ing marketing people in the product design process. In addi- 
tion, by involving manufacturing people in the NPD process, 
firms can avoid costly redesigns and respecifications. 

With regard to the actual development process, analyz- 
ing business and market opportunity assumes special impor- 
tance. Proficiency at this stage of product development 
embraces not only the identification of desired product ben- 
efits, but also the technical features that potentially drive 
desired benefits. A full business analysis also includes feasi- 
bility assessments of technical development and manufac- 
turing requirements, as well as a clear statement of con- 
sumer acceptance and product performance goals. Finally, 
the moderating effect of market potential and competitive 
analysis clearly indicates the importance of incorporating 
these assessments into a complete business analysis. 


Model Extensions 


The research presented here argues for the usefulness of Day 
and Wensley's (1988) SPP framework in new product 
research. In two key respects, however, our application of 
that framework is incomplete. First, Day and Wensley argue 
that sources of advantage can lead to two types of positional 
advantage: product differentiation and cost. Here, we have 
explored the first; the second remains a topic for further 
research. It is possible that the cross-culture uniformity 
reported here only applies to new products in which posi- 
tional advantage is based on product differentiation. Some 
support for this speculation appears in the work of Kotabe 
(1990, p. 30), who argues that the relatively greater extent of 
outsourcing among U.S. multinationals may cause them to 
"lose touch with emerging manufacturing know-how and 
technology that eventually may lead to process innovations." 
As a result, cost-based positional advantages may be less 
accessible to these firms than to their Japanese counterparts. 

Second, Day and Wensley argue that positional advan- 
tages lead to two kinds of success: commercial success and 
consumer satisfaction success. The measures employed here 
enabled us to assess commercial success, but we had no 
measures of consumer success such as customer satisfaction 
or loyalty. In part, this omission reflects the sheer cost of 
conducting additional surveys. Moreover, attempts to collect 
these kinds of data would have undoubtedly decreased the 
number of participating firms. А study incorporating these 
types of data might reveal other important differences 
between U.S. and Japanese firms. 


Data Limitations and Implicatlons for Further 
Research 


The results presented here must be qualified in several ways. 
First, though the empirical evidence discussed here is con- 
sistent with hypothesized causal relationships among vari- 
ables, the cross-sectional nature of the data cannot be used 


to establish such relationships. In particular, because some 
of the variables assess behavior over an extended period of 
time, it is possible that some relationships actually reflect 
simultaneous causality. For example, high levels of profi- 
ciency in the early stages of product development may have 
improved both internal commitment to the project and cross- 
functional cooperation in later stages of the development 
process. For this reason, relationships among these variables 
must be interpreted with some caution. 

А second, related limitation involves the potentially evo- 
lutionary nature of internal commitment and cross-func- 
tional integration over time. The retrospective nature of the 
data collection process constitutes a third limitation, raising 
the possibility that memories are incomplete and may be 
colored by the known success or failure of a project. АП 
three problems could be addressed by a longitudinal study 
methodology assessing cross-functional integration and 
internal commitment at various points during the NPD 
cycle. Unfortunately, such a methodology would have 
increased the cost of our study significantly and undoubt- 
edly reduced participation rates in both the United States 
and Japan. Nevertheless, such a study remains an ambitious 
goal for further research. 

А fourth direction for further research involves the 
impact of product innovativeness on the relationships exam- 
ined in this study. Olson, Walker, and Ruekert (1995, p. 52) 
argue that increases in product innovativeness increase the 
difficulties encountered in the NPD process, because firm 
personnel have “less relevant experience" to “draw on when 
developing and commercializing a given product concept." 
This reasoning suggests that increases in product innova- 
tiveness may change the relative importance of core market- 
ing and technical competencies, as well as the importance of 
internal commitment and cross-functional integration. 

А fifth direction for further research involves the impact 
of cultural differences on NPD in Japan and the United 
States. The measures employed in this study focus on profi- 
ciency in various stages of development, though the impact 
of cultural differences may be reflected in cognitive or inter- 


personal processes that were not captured in our measures.2 
Case study and focus group data should permit further 
research to shed greater light on this issue. 

Despite these limitations, we believe our study makes 
several important contributions. First, because many Japan- 
ese corporations play significant roles in the global econ- 
omy, direct comparative study of the antecedents of new 
product success and failure in Japanese and U.S. firms is an 
essential stepping stone to a fuller understanding of the NPD 
process. Second, explicit and direct comparisons between 
the determinants of new product success in Japan and the 
United States are necessary to help distinguish culturally 
specific success factors from more general factors that span 
different cultures. To our knowledge, our study is the first 
large-scale direct comparison of the determinants of new 
product success in Japan and the United States. Third, 
whereas much past research has focused on bivariate corre- 
lations, we use a series of multivariate regression models to 
evaluate the impact of six factors that have been hypothe- 
sized to influence new product success. Fourth, we con- 
ducted case study interviews to assess the validity of the 
measures drawn from the literature and develop new mea- 
surements. Taken together, the theoretical framework and 
the new constructs and measurements developed for this 
comparative study can serve as a foundation for further 
research in cross-country comparison of NPD practices. 
Finally, the present study has contributed to a more compre- 
hensive understanding of the key similarities and differences 
in the "best practices" between Japanese and U.S. firms. 
Lilien (1979) argues that understanding of successful firms 
can provide a useful benchmark for future managerial deci- 
sions. The implications of our results should be interesting 
to both academicians and practitioners. In particular, our 
findings may be of considerable value and interest to execu- 
tives faced with the complex task of selecting NPD projects 
as well as to those firms experiencing competition from 
Japanese firms. 


2We thank an anonymous reviewer for this observation. 


APPENDIX A 
Measurement Items, Response Formats, and Selected Sources 





Please circle the answer that best represents your judgment about each aspect on "how things actually were during the devel- 


opment of this project" rather than on "how things ought to be" 


|. The following steps are frequently parts of a new product development process. During the development of this project, how 
well was each of the following activities undertaken? Please indicate how well or adequately your firm undertook each activ- 
ity in this product development process—relative to how you think it should have been done—by circling a number from 0 to 
10 on the scale to the right of each statement. Here: 0 = done very poorly or mistakenly omitted altogether, 10 = done excel- 
lently, and numbers between 0 and 10 Indicate various degrees of adequacy. 


Item-Total 
Correlation 
United Selected 
Japan States Sources 
Proficiency in the Idea Development and Screening Stage 
(Reliabllity: Japan = .80, United States = .81) 
Initial screening of the product idea—the first review of the venture. 51 52 # 
Expanding the idea into a full product concept. 59 71 Case Studies 
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Correlation 
United Selected 
Japan States Sources 

Translating the product concept into business terms (such as market share, 

profitability, marketability) .63 .68 Case Studies 
Identifying the key business implications of the product concept 

and its development: „62 .68 Case Studies 
Preparing a written proposal of the product concept. .54 43 Case Studies 
Proficiency in the Business and Market Opportunity Analysis Stage 

(Reliability: Japan = .85, United States = .83) 
Determining the desired product features and their feasibility. .60 .63 . Case Studies 
Determining market characteristics and trends. 72 .63 Case Studies 
Conducting a market study or market research—a detailed study of 

market potential, customer preferences, purchase process, etc. .60 .58 # & #H 
Appraising competitors and their products—both existing and potential. .68 55 # & HH 
Identifying “appeal” characteristics that would differentiate and sell the product. .61 .60 Case Studies 
Evaluating the feasibility of developing and manufacturing a product 

with these features. .58 52 Case Studies 
Assessing the required investment, time and risks of the product concept. 53 47 Case Studies ' 
Proficiency In the Technlcal Development Stage 

(Reliability: Japan = .88, Unlted States = .87) 
Conducting preliminary engineering, technical and manufacturing 

assessments. .59 ` .59 # & Ht 
Building of the product to designated or revised specifications. .69 .69 Case Studies 
Evaluating laboratory tests to determine basic performance 3 

against specifications. .68 .63 Case Studies 
Establishing the standards by which product performance and market 

acceptance will be judged. .59 51 Case Studies 
Executing prototype or “in house” sample product testing. .59 .58 # & HH 
Designing and testing manufacturing facilities. 58 55 Case Studies 
Determining the final product design and specifications. 61 .69 Case Studies 
Specifying a detailed program for full-scale manufacturing. .64 .61 Case Studies 
Working continuously for cost reduction and quality control. .59 54 Case Studies 
Proficiency In the Product Testing Stage 

(Reliabllity: Japan = .77, United States = .83) : me 
Selecting customers for testing market acceptance. .63 73 Case Studies 
Submittirig products to customers for in-use testing. .59 .59 #&* 
Executing test marketing programs in line with plans for 

commercialization. .60 .69 #а“ 
Interpreting the findings from in-house and consumer tríals, 

test markets, and trade surveys. ~ 47 - 62 Case Studies 
Proficiency In the Product Commercialization Stage 

(Reliability: Japan = .86, United States = .86) 
Completing the final plans for manufacturing. .64 .40 Case Studies 
Completing the final plans for marketing. .68 77 Case Studies 
Establishing the over-all direction for commercialization of 

this product. | .73 .81 Case Studies 
Designating the individuals responsible for each part of the - 

commercialization program. .62 .69 Case Studies 
Launching the product in the marketplace—selling, promoting 

and distributing. .65 .65 # & #H 
Studying feedback from customers regarding this product. .60 55 Case Studies 
Specifying activities and tentative plans for the product 

commercialization phase. .48 .59 Case Studies 


Item-Total 


ll. To what extent does each statement listed below correctly describe this selected successful project? Please indicate your 
degree of agreement or disagreement by circling a number from zero (0) to ten (10) on the scale to the right of each state- 
ment. Here: 0 = strongly disagree, 19s = strongly agree, and numbers between 0 and 10 indicate various degrees of agies 
ment or disagreement. 
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Marketing Skills and Hesources 
(Reliability: Japan = .97, United States = .89) 


Our company's marketing research skills were more than 
adequate for this project. 

Our company's salesforce skills were more than adequate 
for this project 

Our company's distribution skills were more than adequate 
for this project. 

Our company's advertising/promotion skills were more than 
adequate for this project. 

Our company's marketing research resources were more than 
adequate for this project. 

Our company's salesforce resources were more than adequate 
for this project. 

Our company's distribution resources were more than adequate 
for this project. 

Our company's advertising/promotion resources were more than 
adequate for this project. 


Technical Skills and Resources 
(Reliability: Japan = .95, United States = .84) 


Our company's R&D skills were more than adequate 
for this project. 

Our company's engineering skills were more than adequate 
for this project. 

Our company's manufacturing skills were more than adequate 
for this project. 

Our company's R&D resources were more than adequate 
for this project. 

Our company's engineering resources were more than adequate 
for this project. 


Our company's manufacturing resources were more than adequate 


for this project. 
Internal Commitment 
(Reliability: Japan = .52, United States = .65) 


This product was strongly supported by senior management 
throughout the entire development process. 


А clearly identified individual was an activist in promoting this product's 
development throughout the product development and the introduction 


cycle. 


We were not confident about the commercial success of the product. (R) 


Cross-Functional Integration 
(Reliability: Japan = .79, United States = .88) 


Correlation 
United 
Japan States 
.95 .56 
.69 73 
.90 .68 
.96 70 
.95 .56 
.96 71 
91 71 
76 .69 
.71 .66 
.78 .67 
.93 53 
75 .61 
.93 .65 
.93 55 
43 51 
.24 .32 
.35 .55 


Item-Total 


(Cross-functional integration is defined as the process of achieving effective unity of efforts in the accomplishment of new prod- 
uct development success. The degree of the integration refers to the level of cross-functional interaction and communication, 
level of information-shanng, degree of cross-functional coordination, and level of joint involvement in conducting specific new 


product development tasks. ) 


The degree of integration between R&D and manufacturing was high 


dunng the entire development process. 
This product was developed from frequent interactions between 


customers and our cross-functional product development team—it 


was a truly a cross-functional team effort. 
The degree of integration between marketing and R&D was high 
during the entire development process. 


The degree of integration between marketing and manufacturing was 


high during the entire development process. 


.87 


72 


.90 


78 


Ht & * 


Case Studies 
## & * 


H# & * 
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Item-Total 


Correlation 
United Selected 
Japan States Sources 
Market Potential 
(Reliability: Japan = .75, United States = .73) 
There were many potential customers for this product—a mass 

market—as opposed to one or a few customers. 

(10 = mass market; 0 = one customer) 55 .43 а 
Potential customers had a great need for this class of product. .62 .60 # 
The dollar size of the market (either existing or potential) for this product 

was very large. 61 61 # 
The market for this product was growing very quickly. 41 47 #&* 
Competitive Intensity 

(Reliability: Japan = .74, United States = .77) 

There were no price competition in the market. (R) .43 .54 а 
There were many competitors in this market. .58 54 # 
There was a strong, dominant competitor—with a large market 

share—in the market. 41 52 # 
Potential customers were very loyal to competitors’ products 

in this market. 49 54 # 
Potential customers were not satisfied with competitors’ products. (R) 53 .60 # 
New product introductions by competitors were frequent in this market. 40 38 #&* 
Product Differentiation 

(Reliability: Japan = .90, United States = .89) 

This product relied on technology never used in the industry before. 55 48 Case Studies 
This product caused significant changes in the whole industry. 58 63 Case Studies 
This product was one of the first of its kind introduced Into the market. .63 .66 а HH 
This product was highly innovative—totally new to the market. .65 66 # & HH 
Compared to competitive products, this product offered 

some unique features or attributes to the customer. 73 -66 # & BE 
This product was clearly superior to competing products 

in terms of meeting customers’ needs. 75 76 # & ## 
This product permitted the customer to do a job or do something 

he [or she] could not presently do with what was available. .64 .61 # & ## 
This product was higher quality than competing products—tighter 

specifications, stronger, lasted longer, or more reliable. .58 51 # & Ht 
This product had superior technical performance relative to 

than competing products. .67 .65 # & Ht 
We were the first into the market with this type of product. .69 .63 # 


Ill. New product performance can be measured in a number of ways. Please indicate, from what you know today, how successful 
this selected product was or has been using the following criteria. 


Relative Profitability 
(Rellability: Japan - .97, United States - .96) 


How successful was this product from an overall profitability standpoint? 

(0 = A great financial failure, i.e., far less than our minimum acceptable 

profitability criteria; 10 = A great financial success, 1.0., far exceeded 

our minimum acceptable profitability criteria). .92 .91 # 
Relative to your firm's other new products, how successful was this product 

in terms of profits? (0 = Far less than our other new products; 10 = Far 

exceeded our other new products). .94 .93 # 
Relative to competing products, how successful was this product 

in terms of profits? (0 = Far less than the competing products; 

10 = Far exceeded the competing products). .88 .85 # 
Relative to your firm's objectives for this product, how successful was 

this product in terms of profits? (0 = Far less than the objectives; 

10 = Far exceeded the objectives). .93 .92 # 
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Relative Sales (Reliability: Japan = .93, United States = -92) 








Relative to your firm’s other new products, how successful was this 
product in terms of sales? (0 = Far less than our other new products; 


10 = Far exceeded our other new products). 


Relative to competing products, how successful was this product in terms 
of sales? (0 = Far less than the competing products; 10 = Far exceeded 


the competing products). 


Relative to your firm’s objectives for this product, how successful was 
this product in terms of sales? (0 = Far less than the objectives; 


10 = Far exceeded the objectives). 


Relative Market Share (Reliability: Japan = .96, United States = .94) 


Relative to your firm's other new products, how successful was this product 
in terms of market share? (0 = Far less than our other new products; 


10 = Far exceeded our other new products). 


Relative to competing products, how successful was this product in 
terms of market share? (0 = Far less than the competing products; 


10 = Far exceeded the competing products). 


Relative to your firm's objectives for this product, how successful was 
this product in terms of market share? (0 = Far less than the objectives; 


10 « Far exceeded the objectives). 
NOTES: 


Correlation 
United Selected 
Japan States Sources 
90 .87 #4 
.82 80 Case Studies 
.88 .86 ва * 
.93 .91 Case Studies 
.89 .85 Case Studies 
.90 .88 Case Studies 


Case Studies: These items are typically based on discussion in conceptual, descnptive articles, pilot studies, and the 36 in-depth case study 
interviews with both Japanese and U.S firms. The items also were pretested extensively in both Japanese and U.S. firms. 
#ltem developed by Cooper (1979a, b) and Cooper and Kleinschmidt (1986), and used by Calantone and Cooper (1981), Cooper and Klein- 


schmidt (1993), Parry and Song (1994), and Song and Parry (1994). 


##Item developed and/or used by Zirger and Maidlque (1990) and Maidique and Zirger (1984). 


"Item reworded or modified on the basis of the case studies and pretests. 


— [EE !!—————————————————— À——!!!! MM NE 


REFERENCES 


Adler, Nancy J. (1983), "A Typology of Management Studies 
Involving Cultures,” Journal of International Business Studies, 
14 (Fall), 29-47. 

Belsley, D. A., E. Kuh, and R. E. Welsch (1980), Regression Diag- 
nostics. New York: John Wiley & Sons. 

Calantone, Roger J. and Robert G. Cooper (1979), "A Discriminant 
Model for Identifying Scenarios of Industrial New Product Fail- 
ure,” Journal of the Academy of Marketing Science, 7 (Sum- 
mer), 163-83. 

and (1981), "New Product Scenarios: Prospects for 

Success,” Journal of Marketing, 45 (Spring),48—60. 

, Jeffrey B. Schmidt, and X. Michael Song (1996), “Соп- 
trollable Factors of New Product Success: A Cross-National 
Comparison,” Marketing Science, 15 (4), 402-20. 

Churchill, Gilbert A., Jr. (1979), “А Paradigm for Developing Bet- 
ter Measures of Marketing Constructs,” Journal of Marketing 
Research, 16 (February), 64-73. 

Clark, Kim B. and Takahiro Fujimoto (1990), “The Power of Prod- 
uct Integrity,” Harvard Business Review, 68 (6), 107-18. 

and (1991), Product Development Performance. 

Boston: Harvard Business School Press. 

and Steven Wheelwright (1992), “Organizing and Leading 
‘Heavyweight’ Development Teams,” California Management 
Review, 34 (3), 9-28. 

Cooper, Robert G. (1979a), “Identifying Industrial New Product 
Success: Project NewProd,” Industrial Marketing Management, 
8 (2), 124-35. 

(1979b), “The Dimensions of Industrial New Product Suc- 

cess and Failure,” Journal of Marketing, 43 (Summer), 

93-103. 























——— and Elko J. Kleinschmidt (1987), “New Products: What 
Separates Winners from Losers?” Journal of Product Innova- 
tion Management, 4 (3), 169-84. 

and (1993), “Major New Products: What Distin- 
guishes the Winners in the Chemical Industry?” Journal of 
Product Innovation Management, 10 (2), 240-51. 

Crawford, Merle (1977), “Marketing Research and New Product 
Failure Rates,” Journal of Marketing, 41 (April), 51—61. 

Day, George (1981), “The Product Life Cycle: Analysis and Appli- 
cation Issues,” Journal of Marketing, 45 (Fall), 79-89. 

and Prakash Nedungadi (1994), “Managerial Representa- 

tions of Competitive Advantage,” Journal of Marketing, 58 

(April), 31-44. 

and Robin Wensley (1988), “Assessing Advantage: A 
Framework for Diagnosing Competitive Superiority,” Journal 
of Marketing, 52 (April), 1—20. 

Dickson, Peter R. (1992), "Toward a General Theory of Competi- 
tive Rationality,” Journal of Marketing, 56 (January), 69-83. 
Dillman, Donald A. (1978), Mail and Telephone Surveys: The Total 

Design Method. New York: John Wiley & Sons, Inc. 

Douglas, Susan P. and C. Samuel Craig (1983), International Mar- 
keting Research. Englewood Cliffs, NJ: Prentice-Hall, Inc. 

Gerbing, David W. and James C. Anderson (1988), “An Updated 
Paradigm for Scale Development Incorporating Unidimension- 
ality and Its Assessment,” Journal of Marketing Research, 25 
(May), 186-92. 

Griffin, Abbie and John R. Hauser (1992), “Patterns of Communi- 
cation Among Marketing, Engineering and Manufacturing — A 
Comparison Between Two New Product Teams,” Management 
Science, 38 (March), 360-73. 














А Comparative Study of NPD Processes / 17 








and (1993), “The Voice of the Customer," Market- 
ing Science, 12 (Winter), 1—27. 

Hise, Richard T., Larry O’Neal, A. Parasuraman, and James U. 
McNeal (1990), “Marketing/R&D Interaction in NPD: Implica- 
tions for New Product Success Rates,” Journal of Product Inno- 
vation Management, 7 (2), 142—51. 

Imai, Ken-ichi, Ikujiro Nonaka, and Hirotaka Takeuchi (1985), 
“Managing the NPD Process: How Japanese Companies Learn 
and Unlearn,” in The Uneasy Alliance, Kim B. Clark, Robert H. 
Hayes, and C. Lorenz, eds. Boston: Harvard Business School 
Press 1985. 

Jaworski, Bernard J. and Ajay K. Kohli (1993), “Market Orienta- 
tion: Antecedents and Consequences,” Journal of Marketing, 57 
(July), 53-70. 

Kodama, Fumio (1991), Analyzing Japanese High Technologies: 
The Techno-Paradigm Shift. New York: Pinter Publishers. 

(1995), Emerging Patterns of Innovation: Sources of Japan's 
Technological Edge. Boston: Harvard Business School Press. 

Kotabe, Masaaki (1990), “Corporate Product Policy and Innovative 
Behavior of European and Japanese Multinationals: An Empir- 
ical Investigation," Journal of Marketing, 54 (April), 19-33. 

, Dale F. Durhan, David K. Smith, Jr., and R. Dale Wilson 
(1991), “The Perceived Veracity of PIMS Strategy Principles in 
Japan: An Empirical Inquiry, Journal of Marketing, 55 (Janu- 
ary), 26-41. 

Kotler, Philip and Liam Fahey (1982), “The World’s Champion 
Marketers: The Japanese,” The Journal of Business Strategy, 3 
(1), 1-13. 














Я , and S. Jatusripitak (1985), The New Competition. 
Englewood Cliffs, NJ: Prentice-Hall. 

Lazer, William, Shoji Murata, and Hiroshi Козака (1985), “Јарап- 
ese Marketing: Towards a Better Understanding," Journal of 
Marketing, 49 (Spring), 69-81. 

Leonard-Barton, Dorothy (1992), “Core Capabilities and Core 
Rigidities: A Paradox in Managing NPD,” Strategic Manage- 
ment Journal, 13, 111-25. 

Lilien, Gary L. (1979), “Advisor 2: Modeling the Marketing Mix 
Decision for Industrial Products,” Management Science, 25 
(February), 191-204. 

Maidique, Modesto A. and Billie Jo Zirger (1984), "A Study of 
Success and Failure in Product Innovation: The Case of the U.S. 
Electronics Industry,” [EEE Transactions on Engineering Мап- 
agement, 31 (4), 192-203. 

Miyazaki, Kumiko (1995), Building Competencies in the Firm: 
Lessons from Japanese and European Optoelectronics. New 
York: St. Martin’s Press. 

Moenaert, Rudy K. and William E. Souder (1990), “An Informa- 
tion Transfer Model for Integrating Marketing and R&D Per- 
sonnel in NPD Projects,” Journal of Product Innovation Man- 
agement, 7 (2), 91-107. 

Nonaka, Ikujiro (1988), “Creating Organizational Order Out of 
Chaos: Self-Renewal in Japanese Firms,” California Manage- 
ment Review, 30 (3), 57—73. 

(1990), “Redundant, Overlapping Organization: A Japan- 
ese Approach to Managing the Innovation Process,” California 
Management Review, 32 (3), 27-38. 

Norton, John, Mark E. Parry, and X. Michael Song (1994), “Inte- 
grating R&D and Marketing: A Comparison of Practices in the 
Japanese and American Chemical Industries," [EEE Transac- 
tions on Engineering Management, 41 (1), 5—20. 

Olson, Eric M., Orville C. Walker, Jr, and Robert W. Ruekert 
(1995), "Organizing for Effective NPD: The Moderating Role 
of Product Innovativeness,” Journal of Marketing, 59 (January), 
48-62. 

Parry, Mark E. and X Michael Song (1994), "Identifying New 
Product Success in China,” Journal of Product Innovation Man- 
agement, 11 (1), 15-30. 

Peter, J. Paul (1979), "Reliability: A Review of Psychometric 
Basics and Recent Marketing Practices,” Journal of Marketing 





18 / Journal of Marketing, April 1997 


Research, 16 (February), 6-17. 

(1981), "Construct Validity: A Review of Basic Issues and 
Marketing Practices," Journal of Marketing Research, 18 
(May), 133-45. 

Pfeffer, Jeffrey and Gerald R. Salancik (1978), The External Con- 
trol of Organizations: А Resource Dependence Perspective. 
New York: Harper and Row. 

Phillips, Lynn W. (1981), "Assessing Measurement Error in Key 
Informant Reports: A Methodological Note on Organizational 
Analysis in Marketing," Journal of Marketing Research, 18 
(November), 395—415. 

Prahalad, C. K. and Gary Hamel (1990), “The Core Competence of 
the Corporation,” Harvard Business Review, 68 (May/June), 
79-91. 

Quinn, James Brian (1985), “Managing Innovation: Controlled 
Chaos,” Harvard Business Review, 63 (May/June), 73-84. 

Rothwell, Roy (1974), “The ‘Hungarian Sappho’: Some Com- 
ments and Comparisons,” Research Policy, 3, 30-38. 

, C. Freeman, A. Horsley, V.T.P. Jervis, A. Robertson, and J. 
Townsend (1974), “SAPPHO Updated—Project SAPPHO 
Phase II,” Research Policy, 3, 258-91. 

Rubenstein, Chakrabarti, R. O’Keefe, William E. Souder, and C. 
Young (1976), “Factors Influencing Innovation Success at the 
Project Level,” Research Management, 10 (May), 15-20. 

Ruekert, Robert W. and Orville C. Walker (1987), “Marketing’s 
Integration with Other Functional Units: A Conceptual Frame- 
work and Empirical Evidence,” Journal of Marketing, 51 (Jan- 
uary), 1-19. 

Sekaran, U. (1983), "Methodological and Theoretical Issues and 
Advancements in Cross-Cultural Research," Journal of Inter- 
national Business Studies, 14 (Fall), 61—73. 

Sims, J. Taylor (1986), "Japanese Market Entry Strategy at Work: 
Komatsu vs. Caterpillar," International Marketing Review, 
(Autumn), 21-32. 

Song, X. Michael and Mark E. Parry (1992), "The R&D-Market- 
ing Interface in Japanese High-Technology Firms,” Journal of 
Product Innovation Management, 9 (2), 91—112. 

and (1993), "R&D-Marketing Integration in 

Japanese High-Technology Firms: Hypotheses and Empirical 

Evidence," Journal of Academy of Marketing Science, 21 (2), 

125-33. 

and (1994), "The Dimensions of Industrial New 

Product Success and Failure in State Enterprises in the People's 

Republic of China,” Journal of Product Innovation Manage- 

ment, 11 (2), 105-18. 

and (1996), "What Separates Japanese New Prod- 

uct Winners from Losers,” Journal of Product Innovation Man- 

agement, 13 (5), 422-39. 

and (1997), "The Determinants of Japanese New 
Product Success," Journal of Marketing Research, 34 (1), 
64—16. 

Stalk, George, Jr. (1988), ““Time—The Next Source of Competitive 
Advantage, Harvard Business Review, 66 (July/August), 
41-51. 

, Philip Evans,. and Lawrence E. Shulman (1992), “Com- 
peting on Capabilities: The New Rules of Corporate Strategy,” 
Harvard Business Review, 70 (March/April), 57—69. 

Takeuchi, Hirotaka and Ikujiro Nonaka (1986), “The New NPD 
Game,” Harvard Business Review, 23 (1), 137—46. 

Triandis, Harry (1972), The Analysis of Subjective Culture. New 
York: John Wiley & Sons, Inc. 

Urban, Glen L. and John R. Hauser (1993), Design and Marketing 
of New Products. Englewood Cliffs, NJ: Prentice Hall. 

Utterback, James, Thomas J. Allen, J. Herbert Hollomon, and Mar- 
vin A. Sirbu, Jr. (1976), “The Process of Innovation in Five 
Industries in Europe and Japan,” [EEE Transactions on Engi- 
neering Management, 23 (1), 3-9. 

Zirger, Billie Jo and Modesto A. Maidique (1990), "A Model of 
NPD: An Empirical Test,” Management Science, 36 (7), 867-83. 



































Adam J. Fein and Erin Anderson 


Patterns of Credible Commitments: 
Territory and Brand Selectivity in 
Industrial Distribution Channels 


The authors propose a new theoretical rationale that explains the paired existence of both a manufacturers deci- 
sion to limit the number of intermediaries operating in a specific geographic market and a distributors decision to 
limit brand assortment in a product category. Using transaction cost reasoning, they suggest that channel selectiv- 
ity agreements can be understood as interrelated exchanges of pledges, or credible commitments, that counter- 
balance exposure to opportunism and neutralize sources of relationship instability, thereby strengthening an interor- 
ganizational relationship. The empirical results, which are based on dyadic data from 362 manufacturer-distributor 


relationships, are broadly supportive of their framework. 


"Probably the most basic marketing function offered 
by wholesaler-distributors to their customers is pro- 
viding for the ready availability of products." 
(Rosenbloom, 1987, p. 74) 


"Distributors may also find it advantageous to deal 
exclusively in the products of a single producer, 
although the benefit from contract provisions com- 
pelling them to specialize is dubious.” (Scherer and 
Ross 1990, p. 559) 


f indeed a distributor sells availability, why do some dis- 
| tributors agree to limit brand assortment in some product 

categories? This practice has generated some research 
attention, principally by economists and legal scholars, but 
little empirical study. 

Conceptual discussions of this issue create confusion by 
generally covering restraint in the number of brands yet 
using the term exclusivity (which implies the maximum 
degree of limitation). Here, we use the term selectivity to 
mean what the literature often labels exclusivity in a cate- 
gory. Brand selectivity, or depth of assortment, is the degree 
to which a distributor refrains from carrying brands of com- 
peting manufacturers! in a specific product category. There- 
fore, the distributor practice of limiting assortment to a sin- 
gle brand—often referred to as exclusive dealing, brand 
exclusivity, or the granting of category exclusivity—is sim- 
ply the extreme point of the selectivity continuum. 

Conversely, territory selectivity is the degree to which a 
manufacturer limits the number of intermediaries operating 





!Because the present study considers industrial marketing chan- 
nels, we use the terms upstream firm and manufacturer or supplier, 
and downstream firm and distributor, interchangeably. 
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in a specific geographic market (territory), which range 
from a single distributor (territory exclusivity) to an unre- 
stricted number of distributors within a given market (inten- 
sive distribution). Like brand selectivity, territory selectivity 
seems to violate a basic logic of manufacturer—distribu- 
tor-customer chains, which is that suppliers use distributors 
to reach as many customers as possible. Serving all the cus- 
tomers in a market through a limited set of distributors 
appears to compromise this objective. Although these 
arrangements are common enough to have generated hun- 
dreds of legal cases in the United States (Salop 1993), both 
territory selectivity and category selectivity largely have 
escaped empirical examination. 

Almost universally in the literature, brand selectivity 
(the distributor's decision) is treated separately from terri- 
tory selectivity (the manufacturer's decision). Indeed, the 
two seldom are discussed in the same article. In this study, 
we explicitly link the degree of brand selectivity and the 
degree of territory selectivity in the distribution of industrial 
products (products purchased and used as inputs by other 
businesses, rather than purchased and used as is by the ulti- 
mate consumer). We advance a new rationale for what we 
argue is their paired relationship. We suggest that ceding or 
granting selectivity (by either manufacturer or distributor) 
can be understood as an exchange of credible commitments, 
or pledges. We cast channel selectivity as a way to counter- 
balance the vulnerability of one's counterpart in a manufac- 
turer-distributor dyad. When one party is vulnerable, the 
other party can strengthen the relationship, paradoxically, by 
weakening its own position and by taking on a credible com- 
mitment that constrains its own actions and imposes a cost 
on itself if the relationship declines or terminates. Counter- 
balancing exposure serves to stabilize distribution arrange- 
ments by encouraging each party to eschew opportunism 
(including shirking). As we discuss, pledges of selectivity 
differ from other types of credible commitments, such as 
making investments that are specific to a relationship 
(Anderson and Weitz 1992). 
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In the following sections, we briefly review literature 
from marketing, economics, and law that advances explana- 
tions for some degree of selectivity (usually considered in 
isolation of the selectivity offered by the counterpart). We 
then advance a simultaneous model of the exchange of chan- 
nel selectivity, focusing on three categories of explanations 
for selectivity: counterbalancing exposure, countering 
sources of relationship instability, and opportunity cost. We 
test our model using dyadic data from 362 pairs of manu- 
facturers and their distributors. We find strong support for 
the notion of treating selectivity as a discretionary strategic 
choice and employing it as a way to balance exposure. We 
also find support for the impact of opportunity cost and 
sources of relationship instability. 


Prior Research on Distribution 
Channel Selectivity 


Research on distribution channel selectivity has developed 
independently in economics, law, and marketing. Marketing 
takes a managerial approach yet is largely descriptive and 
nonempirical and lacks a causally unambiguous theoretical 
base. Economics has developed numerous competing expla- 
nations for the existence of exclusive dealing and exclusive 
territories, the most limiting forms of selectivity agree- 
ments. Much of this work is of an analytical nature and 
grounded in restrictive assumptions. Moreover, there exists 
limited systematic empirical work to sort out the conflicting 
theories. Legal research has focused on the way that exclu- 
sivity affects the functioning of the marketplace. However, 
this research is constricted because it is based strictly on 
legal cases generated by malfunctioning (and perhaps 
unrepresentative) relationships. No comprehensive frame- 
work exists in any of these literatures that simultaneously 
considers selectivity agreements from the perspective of 
both parties in a channel relationship. In the following sec- 
tions, we briefly review the high points of these literatures. 


Channel Selectivity as a Marketing Strategy 


Marketing researchers examine the issue of selectivity by 
focusing on an individual manufacturer's marketing strat- 
egy. The degree of distribution selectivity is framed as a 
strategic channel design issue for a manufacturer (Stern and 
Sturdivant 1987). Marketing theory parallels the descriptive 
reality of multiple manufacturers and multiple distributors, 
providing a realistic context for studying interorganizational 
channel relations. It is therefore surprising that the influence 
of selectivity agreements on a distributor's business strategy 
has been virtually ignored in marketing. 

Selectivity is conceptualized as a continuum from inten- 
sive to exclusive distribution. Ап intensive distribution strat- 
egy places a manufacturer's product in as many outlets as 
possible in a market area (Stern and El-Ansary 1992), 
whereas exclusive distribution is equivalent to territory 
exclusivity. Intermediate degrees of exclusivity (selective 
distribution) limit the number of outlets in a geographic area 
1n an unspecified manner. Exclusive territories do not neces- 
sarily have to be geographic territories. For example, exclu- 
sivity for different customer segments can be granted to 
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multiple distributors in a single geographic area (Corey, 
Cespedes, and Rangan 1989). This restraint will normally be 
much more difficult to implement and monitor, so that con- 
tractual exclusivity and actual achieved exclusivity may dif- 
fer significantly (Weigand 1991). A related issue is the 
assumption of a well-defined geographic area or market seg- 
ment. The definition of territory boundaries poses issues 
similar to those in defining product market boundaries (Day, 
Shocker, and Srinivasan 1979). As in product market defin- 
itions, the question of how to identify meaningful geo- 
graphic territories cannot be separated from the ways in 
which the results are to be used in planning distribution 
strategy. 

Within the marketing paradigm, product type and con- 
sumer purchasing behavior are hypothesized to determine 
the distribution intensity decision. Copeland (1923) supplies 
an early and influential classification of consumer goods 
into three categories: convenience, shopping, and specialty 
goods. Convenience goods are products that consumers will 
not expend effort to seek out for purchase. А manufacturer 
should "secure distribution of his product through a large 
number of stores in each territory" (Copeland 1923, p. 283), 
that is, intensive distribution, for these products. Shopping 
goods are those for which consumers compare brands and 
prices across stores. Ап intermediate degree of distribution 
intensity 1s recommended for these products. Specialty 
goods are those that a customer will seek out at зоте effort. 
Exclusive distribution is hypothesized to be appropriate for 
these products. Several researchers have proposed exten- 
sions to Copeland's basic framework (e.g., Aspinwall 1958; 
Miracle 1965; Murphy and Enis 1986). Although this 
research focuses on consumer, not industrial, products, it 
underscores that when buyers are unwilling to search, man- 
ufacturers that practice selectivity face a significant oppor- 
tunity cost in the form of lost business. Webster (1976) lists 
both product-class and nonproduct factors affecting distrib- 
ution intensity for industrial products, though the relative 
importance of the identified factors is not indicated. 

Bucklin (1963) proposes that the interaction among the 
three product classifications and three store types (conve- 
nience, shopping, and specialty) indicates the most likely 
distribution intensity (see Stern and El-Ansary 1992, Exhibit 
5-2, p. 233). For example, either selective or exclusive dis- 
tribution is proposed as the ideal strategy if consumers аге 
more loyal to retail outlets than to brands, because brand 
selection is based on the available assortment at a certain 
preferred store. Bucklin's work highlights the tug-of-war 
between suppliers, which build brand loyalty to attract con- 
sumers regardless of stores, and distributors, which build 
store loyalty to attract consumers regardless of brands. 
Changes in distribution intensity also is associated with the 
product life cycle. As products mature and gain wider accep- 
tance, manufacturers try to increase density of coverage 
(Day 1990), spurred by more intense competition and 
declining consumer willingness to search. 

Another approach explicitly models a manufacturer's 
choice of the number of intermediaries as a profit-maxi- 
mizing optimization problem subject to certain con- 
straints. For example, Corstjens and Doyle (1979) model 


sales as a function of the number of intermediaries and 
price and then solve for the optimal number of intermedi- 
aries and optimal price for each channel. Rangan (1987) 
also uses a decision-oriented approach. However, no com- 
parable decision-oriented models exist for an intermediary 
determining the number of products carried within a sin- 
gle category. 

Therefore, though relatively undeveloped, particularly 
from an empirical standpoint, marketing research on selec- 
tivity frames important issues for manufacturers to consider 
when planning their distribution strategy. However, this 
strategic view focuses solely on the isolated decision mak- 
ing of an upstream manufacturer. Research in this area is 
also limited by a focus on consumer markets and a restricted 
view of the determinants of exclusivity. 

Some textbooks do offer a broader treatment of the 
issue. Ап example is Rosenbloom's (1995) text, in which 
he argues that it is normatively desirable to have different 
arrangements in different markets. Six basic categories of 
variables that should be taken into consideration are pre- 
sented and elaborated: market variables, product vari- 
ables, company (supplier) variables, intermediary (distrib- 
utor) variables, environmental variables, and behavioral 
variables, which cover the nature of relationships between 
the company and the distributor in question. Rosenbloom 
(1995) points out that all six categories vary considerably 
across markets, even the company variables, because the 
company's objectives and strategies are not fixed in all 
markets. Hence, the market coverage issue is likely to be 
market specific and go far beyond the approach of catego- 
rizing goods on the basis of marketwide shopping behav- 
ior. 


Research In Law and Economics 


The legal research tradition. United States legislative 
policy toward exclusionary vertical restraints and its body of 
judicial interpretations have varied significantly over time. 
Initial legal decisions viewed restrictive contractual rela- 
tions as signaling anticompetitive intent, with price 
restraints being treated with greater hostility than nonprice 
restraints such as territory exclusivity (Vickers and Waterson 
1991). The current “rule of reason” approach views vertical 
restraints as subject to some measure of the effect of com- 
petitive foreclosure on other sellers and not as per se legal or 
illegal (Samuelson and Balmer 1988). For example, exclu- 
sive dealing is generally considered legal if a nondominant 
manufacturer “urges” a distributor to carry only one brand 
without using actual coercion (Scherer and Ross 1990). 

Stern, El-Ansary, and Coughlan (1996) offer an unusu- 
ally thorough discussion of the other side of the issue: the 
distributor’s granting of exclusivity in the manufacturer’s 
product category. This is the extreme of category selectivity. 
They note several court cases involving manufacturers that, 
as a matter of announced policy, demand category exclusiv- 
ity in all of their markets. (One may speculate that such 
manufacturers are particularly tempting targets for law- 
suits.) But even here, the text notes that the courts treat the 
issue not on a companywide basis but at the level of “сот- 
petition in the relevant competitive market” (p. 365). The 
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illegality of the matter is to be determined as a function of, 
among other things (italics added), 


*the relative strength of the parties involved, 

*the proportionate volume of commerce involved in relation to 

the total volume of commerce in the relevant market area, and 

*the probable immediate and future effects that preemption of 

that share of the market might have on effective competition 

within ut. 
The authors add that "the type of good or merchandise, the 
geographic area of effective competition, and the substan- 
tiality of the competition foreclosed must all be assessed in 
determining legality or illegality” (Stern, El-Ansary, and 
Coughlan 1996, p. 366). Hence, the issue is treated as highly 
contingent on the specifics of each situation, not on a com- 
panywide basis. 

The impact of this ever-changing antitrust law on the 
formation of exclusivity contracts is unclear. Presumably, 
the threat of antitrust enforcement has limited the develop- 
ment of both blatantly illegal, competition-reducing exclu- 
sivity agreements and socially inoffensive, economically 
efficient arrangements. However, most empurical research 
on exclusivity is drawn from detailed legal case studies of 
individual vertical contractual relationships that have been 
thrown into court because they turned acrimonious or disin- 
tegrated. Hence, these case studies provide an unrepresenta- 
tive sample from which to evaluate the motivations and con- 
sequences for exclusivity contracts across a wide range of 
market and firm circumstances. 


The economics research tradition. In contrast to mar- 
keting, the economics literature conceptualizes territory 
exclusivity as a categorical variable in which either one dis- 
tributor or more than one distributor serves a single market. 
Although analytically convenient and conceptually reason- 
able, this approach offers limited guidance for understand- 
ing the more general phenomenon of selectivity, of which 
the “one versus many” issue is only one aspect. Empiri- 
cally, the more common situation is one in which a manu- 
facturer limits the number of intermediaries, but to more 
than just one. 

Territory and category exclusivity are specific forms of 
what economists refer to as vertical restraints. A vertical 
restraint is a contractual restriction that a firm at one stage in 
a chain of transactions, usually assumed to be the upstream 
firm, imposes on the conduct of a firm at another stage, usu- 
ally assumed to be the downstream firm (Scherer and Ross 
1990). Vertical restraints have been called a “puzzling 
departure from the price mediated exchange of conventional 
markets” (Mathewson and Winter 1984, p. 27), and a con- 
siderable amount of literature has developed around the sub- 
ject, much of it analytical formalization. (For general sur- 
veys of vertical restraints, see Katz 1989; Scherer and Ross 
1990; Tirole 1989.) 

Under the rubric of the more general phenomenon of 
vertical restraints, economists have proposed several plausi- 
ble and intriguing rationales for the presence of territory and 
category exclusivity. For example, exclusive territories can 
prevent free-riding by low-cost distributors on the services 
provided by a full-service distributor (Mathewson and Win- 
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ter 1984). The vast literature on exclusivity arrangements is 
beyond the scope of this review, though some of the more 
critical theoretical elements are considered in the model we 
present here.2 

Exclusive dealing contracts have been studied analyti- 
cally as a barrier to entry that restricts the availability of dis- 
tribution outlets to rival manufacturers (Tirole 1989) or 
raises entry costs (Krattenmaker and Salop 1986). This pro- 
vides a rationale for the supplier to ask the distributor to 
practice brand exclusivity. But as the quote at the beginning 
of this article suggests, the industrial economics paradigm 
provides little rationale for a distributor to practice exclusive 
dealing (Scherer and Ross 1990). Perhaps the distributor's 
interest has been ignored because, in this paradigm, a dis- 
tributor is essentially considered to be a customer of a man- 
ufacturer (Tirole 1989) or simply a hired link in a manufac- 
turer's channel. For example, exclusive dealing is portrayed 
25 a decision imposed on a distributor by a dominant manu- 
facturer. This perspective contrasts strongly with the litera- 
ture on channel relationships, which involves viewing a dis- 
tributor as an independent purchasing agent acting on behalf 
of anticipated customers rather than as a hired link in a 
value-added chain on behalf of a powerful manufacturer. 


Summary 


Both marketing and economics supply an incomplete view 
of the way exclusivity and selectivity agreements operate. 
Marketing contributes a useful perspective by focusing on 
the manufacturer's strategic channel design decision. How- 
ever, the validity of marketing's normative managerial 
guidelines is limited by a supplier-oriented view of selectiv- 
ity, a causally ambiguous relationship between product type 
and distribution intensity, and a lack of empirical research. 
Economic theory is also supplier oriented and, in addition, 
overly focused on powerful suppliers and weak, faceless dis- 
tributors. Although economics presents several rationales 
for exclusive contractual arrangements, these are derived 
from restrictive and conflicting modeling environments that 
are difficult to translate to the field. The legal research tradi- 
tion offers speculation about manufacturer motives but is 
based on dysfunctional arrangements. Ín this study, we use 
some elements of these three traditions to construct a model 
of selectivity-—both manufacturer and distributor deci- 
sions—that is based on institutional economics and market- 
ing theory. 


2Katz (1989, p. 696), in his review of the economics literature on 
vertical restraints, notes, “The situation most often encountered in 
actual markets, but least seen in economic journals, is that of mul- 
tiple manufacturers, each of whom has many dealers.” This obser- 
vation points to an important limitation in the formulation of 
testable propositions derived from this research stream. In particu- 
lar, key results are sensitive to idiosyncratic modeling frameworks 
and restrictive assumptions that limit both the comparability of 
competing hypotheses and the ability to cast the ideas into empiri- 
cally testable form. An analytic focus on the isolated decision mak- 
ing of upstream and downstream firms also limits the generaliz- 
ability of conclusions. 
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A Model of Selectivity in Industrial 
Distribution Channels 


To derive useful implications for managers interested in 
structuring effective vertical exclusivity agreements, we 
shift the analytic focus from when exclusivity agreements 
occur to how the structure of vertical channel relationship 
influences the degree of selectivity. We develop a descriptive 
model of “pledging” (offering credible commitments) 
grounded in a normative framework of relations between 
manufacturers of industrial products and their distributors. 
We cast patterns of pledging as the reciprocal outcome that 
occurs in the business environment described in transaction 
cost analysis (Williamson 1985). In other words, each party 
deals in a world of bounded rationality and potential oppor- 
tunism. Both sides wish to design an interorganizational 
relationship that protects its own interests, so some effort is 
made to foresee both the environment and the actions of the 
counterpart. Opportunism may or may not be prevalent, but 
it does exist to a nontrivial degree. 

The transaction cost view argues that boundedly rational 
actors recognize and respond to the need to create relation- 
ship governance mechanisms to forestall opportunism. Even 
if opportunism is rare, it is difficult to distinguish ex ante the 
degree to which any player is inclined to use guile to pursue 
its self-interest. Therefore, the other party is assumed to be 
potentially opportunistic at the start of the relationship. This 
assumption is subject to modification using knowledge 
about the other party. Аз the (nonzero) risk of opportunism 
increases, the parties deliberately set up countervailing 
opportunism-blocking mechanisms. 

Firms on either side of a relationship can choose to 
impose limits on their own activities to promote exchange. 
These constraints, or credible commitments (Williamson 
1983, 1985), alter the party's own incentive structure in such 
a way as to make opportunism unappealing. Thus, if trans- 
action-specific investments occur, they are at risk and 
should be protected by the posting of hostages, that is, the 
making of credible commitments. This normative statement 
generates the descriptive prediction that in a competitive 
environment and over the long term, stable and long-lasting 
relationships with transaction-specific investments will have 
a robust governance structure characterized by credible 
commitments accumulated over the years (Williamson 
1985). These commitments signal willingness to eschew 
opportunism and encourage reciprocal behavior by the other 
party. This is consistent with Dwyer, Schurr, and Oh (1987), 
who argue that strong relationships do not spring up 
quickly, easily, or frequently. Instead, they are crafted 
slowly, passing through several stages in which the partners 
must deepen their investments and prove their trustworthi- 
ness and commitment. 

To investigate whether credible commitments signal 
goodwill and invite reciprocal action, Anderson and Weitz 
(1992) empirically examine relationships between industrial 
distributors and manufacturers. They distinguish two types 
of credible commitments, which they call “pledges,” that 
either side can make. One pledge is making investments that 
are specific to the relationship. For example, a manufacturer 
could invest in learning about its distributor, dedicate per- 


sonnel specialized to the distributor, customize software to 
fit the distributor, or connect its name and image with the 
distributor's in the minds of customers. Distributors could 
do the same vis-à-vis a manufacturer. These investments 
serve to enhance the effectiveness and efficiency of each 
party, as well as signal goodwill. 

Another type of pledge involves choosing the “degree of 
selectivity" in a category or territory. À manufacturer can 
make a credible commitment (to a distributor) by limiting 
the number of distributors representing its brand within the 
distributor's market. Conversely, a distributor can make a 
credible commitment (to a manufacturer) by limiting the 
number of competing brands carried in the manufacturer's 
product category. Both channel selectivity and asset speci- 
ficity are credible commitments because they give the party 
that makes them an incentive to live up to its end of the bar- 
gain, that is, to perform in good faith, eschewing oppor- 
tunism. Anderson and Weitz (1992) do not examine either 
side's motives for pledging; instead, taking pledging as 
exogenous, they find evidence that offering pledges func- 
tions as an effective signal of goodwill and increases each 
party's commitment to their relationship. 

In contrast, our model focuses on channel selectivity as a 
decision variable, casting selectivity as a discretionary cred- 
ible commitment that serves to counter the governance prob- 
lem surrounding specific assets. This discretionary character 
differentiates this form of pledge from transaction-specific 
investments. Williamson (1985) points out that specific 
investments are made primarily for the purpose of creating 
value in a transaction. In other words, the party making the 
investment does so to become more effective, so that these 
investments may not be discretionary, an idea that Buchanan 
(1992) develops in the context of retail department stores' 
dealings with suppliers. Specific investments often are made 
for production cost or market demand reasons but have the 
side effect of incurring transaction costs due to asset speci- 
ficity. The task-driven nature of specific investments implies 
that such assets are exogenous factors that influence the 
channel selectivity decision. For example, a distributor must 
learn the unique features of a brand to ensure that it is used 
appropriately and in the process, develops relationship-spe- 
cific knowledge. Specific assets can create such grave con- 
tractual hazards that a firm could decide either to use gen- 
eral-purpose assets at a considerable loss of efficiency or 
even to abandon the transaction entirely (Williamson 1985). 

However, granting selectivity is not necessarily essential 
for business effectiveness. It is an unusual action, as sug- 
gested by the many legal cases and large volume of research 
in economics. А manufacturer that deliberately limits mar- 
ket coverage for its brand within a prescribed geographic 
area excludes itself from other distributors and their cus- 
tomers. À distributor that deliberately limits the assortment 
of brands offered to its customers cuts off alternative suppli- 
ers and potentially limits its appeal to customers. In contrast, 
transaction-specific investments represent actual expendi- 
tures of resources that are difficult or impossible to redeploy 
in another channel relationship. If the relationship ends, the 
investor can lose much of the value of the assets. These 
investments can be made in multiple relationships simulta- 


neously, though when made, they are difficult to redeploy to 
other relationships. However, a selectivity arrangement 
imposes an opportunity cost because it restricts the choice of 
partners. Consistent with this perspective, Sengupta (1995) 
finds that exclusivity is negatively associated with perceived 
effectiveness in co-marketing agreements between firms 
with complementary products. 

А key premise of our model is that both manufacturers 
and distributors have leverage in their business relationship. 
This is consistent with our focus on what the marketing lit- 
erature labels "conventional channels" (Stern and El-Ansary 
1992). These channels are composed of multiline indepen- 
dent wholesalers that represent a variety of manufacturers, 
stocking and selling goods to other businesses (industrial 
sales) rather than to consumers (retail sales). Industrial dis- 
tributors seek to provide a broad assortment of products tai- 
lored to the needs of a particular market. Their sales efforts 
are augmented by ancillary services such as credit provision, 
delivery, installation, and repair services. A manufacturer 
could theoretically perform distribution, and some manufac- 
turers do. However, many distributors have superior appeal 
to customers because of the comprehensiveness of their 
assortments and superior expertise and efficiency in carry- 
ing out the distribution function. Indeed, many distributors 
enjoy high customer loyalty and profitability, placing them 
in a strong position vis-à-vis suppliers (Corey, Cespedes, 
and Rangan 1989). Ordinarily, distributors in such channels 
neither grant brand exclusivity nor receive territory exclu- 
sivity in any of the potentially hundreds of product lines 
they sell. Decisions regarding selectivity are discretionary 
and relatively unusual? 

In this study, we build a model of patterns of pledging in 
distribution channels by setting forth a series of propositions 
(summarized in Figure 1) about when distributors and man- 
ufacturers make pledges in the form of granting some degree 
of selectivity to each other. Most of our reasoning is sym- 
metric in that the same logic applies to both the manufac- 
turer and distributor. 


Balancing Exposure 


Pledges of channel selectivity (Paths labeled A in Figure 
1). As noted previously, transaction cost analysis argues that 
firms on both sides of a relationship can choose to impose 
limits on their own activities to promote exchange. How- 
ever, the pledging party is exposed to some risk when mak- 
ing a pledge. Therefore, pledges will not be made freely or 
without reason. А party that is at risk of opportunism will 
desire, perhaps demand, that its counterpart take on a coun- 


3Note that this picture is in contrast to the image of a powerful 
manufacturer dictating terms to a powerless distributor. In our 
view, the distributor is an independent purchasing agent, acting on 
behalf of anticipated customers, not a hired link in a value-added 
chain Our premises are also counter to the view, present in much 
of the interorganizational literature, that opportunism is rare and 
that most parties can safely be assumed to be trustworthy (e.g., 
Granovetter 1985). This latter view suggests that mechanisms 
designed to forestall opportunism, such as credible commitments, 
are not only unnecessary but wasteful and even undesirable, 
because they could signal suspicion and thereby undermine the 
relationship. 
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FIGURE 1 
Model of Selectivity 





* Level of supplier's transaction- 
specific investments 


Sources of Relationship Instability 
* Supplier's perception of distributor's 


Degree of brand 
selectivity granted to 
supplier by distributor 
Opportunity Cost 
* Distributor's view of competitive 
intensity of product category 


* Importance of supplier's product 
category to distributor 


M 


terbalancing risk of its own. By balancing exposure, the 
more exposed party receives some assurance that its vulner- 
able position will not be exploited. The party that agrees to 
take on the counterbalancing risk not only reassures its part- 
ner that it will not be opportunistic (this is no longer to its 
advantage) but also obliges itself to live up to its promises. 
If parties have an incentive to honor their agreement, a con- 
tract can be said to be self-enforcing (Telser 1981). The 
process by which exposed parties impose a reciprocal expo- 
sure on their counterparts has been labeled "dependence bal- 
ancing" by Heide and John (1988) and has been described as 
a way to achieve a “mutual reliance relation" by Williamson 
(1985). 

In short, the literature suggests that discretionary actions 
constituting pledges will occur in reciprocal patterns. The 
parties will seek a balance to facilitate efficient trade (Katz 
1989). This fits with Klein and Murphy's (1988) study, in 
which they interpret vertical exclusivity restraints as con- 
tract enforcement mechanisms in the context of self-enforc- 
ing agreements. It is also consistent with Overstreet's (1983) 
study, in which he provides evidence that category exclusiv- 
ity is often associated with other types of vertical restraints, 
including territory exclusivity. His sample included 203 
nonfranchise distribution agreements that were litigated on 
antitrust grounds. 

In the context of an industrial channel relationship, a 
distributor’s pledge of brand selectivity (at the limit, exclu- 
sivity) places it at risk of a manufacturer's opportunism. 
For example, the manufacturer may not honor its agreement 
(explicit or implicit) to provide ancillary support because it 
knows that its brand is shielded from competition in the cat- 
egory. By making a reciprocal pledge of territory selectiv- 
ity (at the limit, exclusivity), the manufacturer reassures the 
distributor by enhancing its own incentive to maintain a 
relationship with a distributor that grants brand selectivity 
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and is one of few suppliers for a geographic area. There- 
fore, we expect that the greater the degree of brand selec- 
tivity granted by a distributor to a manufacturer's product 
line, the greater the degree of territory selectivity granted 
by a manufacturer. 

However, a manufacturer is also at risk when it grants a 
territory to one or a few distributors. Restricting market cov- 
erage in a prescribed geographic area (ultimately, to a single 
distributor) places the manufacturer in a small-numbers bar- 
gaining position with the distributor. A distributor could 
exploit this position by reneging on its promises (e.g., by 
charging monopoly prices for the manufacturer's brand while 
continuing to offer an assortment of competing brands at var- 
ious prices). The manufacturer suffers from the resulting 
decline in unit sales, because the monopoly rents are not nec- 
essarily passed along through the distribution channel. A 
countervailing pledge of brand selectivity aligns the incentive 
structure within the relationship. Even though the distributor 
gains pricing flexibility, it must derive all category sales from 
fewer (at the limit, one) brands. Therefore, we expect that the 
granting of territory selectivity by a manufacturer increases 
the granting of brand selectivity by a distributor. 


Transaction-specific investments (Paths labeled B in 
Figure 1). When a party makes an investment specific to its 
ongoing transaction with a counterpart, the party makes 
itself vulnerable to opportunism. If the counterpart is aware 
that a specific investment is at stake, it can practice oppor- 
tunism to some degree, in full knowledge of the other party's 
inability to redeploy the asset in question. Therefore, the 
party that makes a specific investment needs a safeguard 
(Williamson 1985). Channel selectivity is a discretionary 
pledge that can serve as such a safeguard. 

In distribution channels, the manufacturer is at risk from 
the distributor's opportunism when the manufacturer has 


made transaction-specific investments in the distributor. The 
manufacturer may fear that the distributor will free-ride on 
any redeployable portion of these investments to sell com- 
peting brands. A pledge of brand selectivity by the distribu- 
tor could help to ensure that the manufacturer’s investments 
are not appropriated for competing brands by providing the 
manufacturer with a property right on its investments (Mar- 
vel 1982). Furthermore, the manufacturer could lose much 
of the value of these investments if the relationship ends. 
This gives the supplier a strong motive to press for brand 
selectivity as a concession from the distributor. Hence, we 
expect that the greater the manufacturer’s transaction-spe- 
cific investments in the distributor, the greater the degree of 
brand selectivity the distributor grants the manufacturer. 

Conversely, the distributor’s need for a pledge of terri- 
tory selectivity from the manufacturer will increase with the 
level of transaction-specific investments made by the dis- 
tributor to sell or service the manufacturer’s brand. The vol- 
untary acceptance of a vertical restraint by the manufacturer 
protects the value of the transaction-specific investments 
made by the distributor in the manufacturer’s brand. The dis- 
tributor gains greater pricing flexibility due to the reduction 
in competition and is protected from the opportunism of 
competing distributors that seek to free-ride on market 
development and education efforts (Telser 1960). Therefore, 
the distributor that makes specific investments has a motive 
to demand territory selectivity from the supplier. Hence, we 
expect that greater distributor transaction-specific invest- 
ments increase the degree of territory selectivity the manu- 
facturer grants the distributor. 


Sources of Relationship Instability 


Some characteristics of one’s counterpart can heighten per- 
ceived potential for opportunistic behavior. When these 
characteristics are present, one member of the relationship 
requires a pledge of selectivity from the other member as a 
hedge against the heightened threat of opportunism. In gen- 
eral, we expect that the greater the possibility of oppor- 
tunism posed by one party, the greater the degree of selec- 
tivity offered by that party. 


Customer pull (Paths labeled C in Figure 1). Both sup- 
plier and distributor can enjoy a favorable position, or pull, 
with the ultimate buyer, the customer (Corey, Cespedes, and 
Rangan 1989). This pull can be a threat to the other side 
because it opens the possibility of reneging on understand- 
ings by supplanting the other side (Steiner 1993). From the 
distributor’s perspective, the possibility of being supplanted 
by a manufacturer is heightened when the supplier’s brand 
name is strong (Albion and Farris 1981). For example, the 
brand could have unique attributes and be hard to replace. 
Moreover, a strong brand can generate positive externalities 
for the distributor in other product categories by creating 
demand pull effects. A strong brand name increases the sup- 
plier’s power in its relationships with channel members 
(Frazier 1983). Hence, the distributor that believes the brand 
name is powerful will demand a pledge of selectivity as 
reassurance that the supplier will not use its brand name pull 
to hold up the distributor or will not give its best efforts. 
Therefore, we expect that the greater the distributor’s per- 


ception of a supplier’s brand name strength among cus- 
tomers, the greater the degree of territory selectivity granted 
by a supplier. 

Conversely, the power of the distributor increases when 
the customer relies on the distributor for information or 
other value-added and transactional services to make a pur- 
chase decision (Steiner 1993).4 The supplier is less able to 
bypass such a distributor and is more affected by the dis- 
tributor’s efforts (or lack thereof) to generate brand demand. 
Hence, the supplier that perceives it is facing a distributor 
that “owns the customer” will insist on a pledge of brand 
selectivity to ensure that the distributor will not opportunis- 
tically use its small-numbers bargaining power or will not 
give its full support. We expect that the greater the supplier’s 
perception of a distributor’s influence on customer brand 
selection within the supplier’s product category, the greater 
the degree of brand selectivity granted by the distributor. 


Value of direct sales (Path labeled D in Figure 1). If the 
manufacturer presents a credible threat of forward integra- 
tion into distribution, the distributor requires a pledge to 
ensure against market foreclosure or competition from the 
supplier. We view the value of direct sales as a signal of the 
credibility of the threat. Direct sales are sales within a dis- 
tributor’s territory made directly by the supplier to cus- 
tomers, bypassing the distributor. Direct sales are an ongo- 
ing source of tension in the manufacturer-distributor rela- 
tionship (Webster 1976) and the manufacturer-sales agent 
relationship (Dutta et al. 1995). From the distributor’s per- 
spective, the motive for these sales is not clear. The manu- 
facturer may simply be surrendering to the demands of high- 
volume accounts that have bargaining power. However, the 
distributor is unsure whether the supplier is “cherry picking” 
the best customers or is preparing to do so in the future. For 
example, the supplier could be developing the capabilities 
that will enable direct competition with independent distrib- 
utors or even the elimination of an independent channel. 
Because it is difficult to discern whether the supplier’s 
motives are innocent or opportunistic, the distributor will 
demand more pledging in the form of selectivity from the 
supplier as the level of direct sales increases. Therefore, we 
expect that as the value of direct sales by a supplier 
increases, the supplier will grant the distributor greater ter- 
ritory selectivity. 

This reasoning underlies the decision by Compaq to 
refuse to sell direct on grounds that this would constitute 
competing with its own dealers. Dealers interpreted this 
refusal as a sign of Compaq's commitment to them and rec- 
iprocated by giving the brand greater support and shelf 
space (Day 1990). 


Opportunity Costs 


Our reasoning in the previous section centers on how each 
side perceives the other, both in terms of the other’s poten- 
tial for opportunism and the other’s ability to carry away 
valuable investments should the relationship end. We com- 


4Although most of Steiner's (1993) exposition makes explicit 
reference to the retail level, he suggests that the arguments are 
equally valid for industrial markets. 
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plete our model with two factors that the marketing litera- 
ture suggests should account for some important elements of 
the context in which the relationship occurs. These elements 
involve the size of the opportunity cost that is imposed by 
limiting oneself to fewer distributors (the supplier) or fewer 
brands (the distributor). 


Decision importance (Paths labeled E in Figure 1). If 
either side has little to gain or lose by making a pledge of 
selectivity, the decision of whether to limit oneself is of lit- 
tle importance. Granting some degree of selectivity 
becomes easier because the decision does not entail signif- 
icant foreclosure of other opportunities. It is nearly cost- 
less to pledge by granting selectivity when the alternate 
opportunities do not amount to much. Pledging also can 
offer the opportunity to gain the confidence of the other 
side. Hence, we expect that if a distributor considers a 
product category to be unimportant, it might not carry mul- 
tiple brands in the category anyway, so the degree of brand 
selectivity it will grant to a supplier is greater. Likewise, a 
minor territory for a supplier might not merit the effort to 
recruit and supply multiple distributors. Therefore, a 
greater degree of territory selectivity will be granted to a 
distributor. 


Competitive intensity (Paths labeled F in Figure 1). A 
more competitive, price-conscious, and heterogeneous prod- 
uct category makes pledges of selectivity less attractive to 
both sides, because any individual brand's rent-generating 
potential is lower. For the distributor, limiting assortment to 
a few brands in a highly competitive market could mean a 
high cost of lost business, as consumers can and will find 
good substitutes with little effort (Steiner 1993). For the 
supplier, reducing availability of the product in a highly 
competitive market could be counterproductive, because 
availability, rather than distributor effort, is the major factor 
driving sales in such markets (Farris, Oliver, and de Kluyver 
1989). Therefore, the greater the supplier’s perception of 
competitive intensity in the product category, the lower the 
degree of territory selectivity it will grant the distributor. 
Equivalently, the degree of brand selectivity granted by the 
distributor should be lower when the distributor's perception 
of competitive intensity in the product category is greater. 


Summary of Theoretical Model 


Our model of pledging between independent manufacturers 
and distributors in industrial markets, represented in Figure 
l, is based on the idea that both sides—not just the sup- 
plier—have leverage and choices. Each side loathes to limit 
its choices by granting some degree of selectivity to the 
other. Each side hesitates to place investments that are idio- 
syncratic to the counterpart (and hence to the relationship) at 
risk. Each side attempts to craft a way of governing the rela- 
tionship to protect itself from opportunism while economiz- 
ing on its own bounded rationality. Selectivity is pledged 
when the other side demands protection against oppor- 
tunism, the threat of which becomes greater when the other 
side has high customer influence. This threat also becomes 
greater to distributors when suppliers seli direct. 

Therefore, we propose that pledging by granting selec- 
tivity is used to reduce opportunism in circumstances con- 
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ducive to self-interest seeking with guile. We argue that 
selectivity is also practiced in pairs because each side recip- 
rocates the selectivity of the other side. More generally, we 
argue that exposure is balanced between parties in a rela- 
tionship. Finally, we suggest that pledging depends on the 
opportunity cost to the manufacturer of restricting outlets 
and to the distributor of restricting brands. Minor decisions 
make granting selectivity nearly costless, whereas intensely 
competitive markets make selectivity exceedingly costly. 
Operationally, all relationships in Figure 1 are expected to 
be positive except those involving opportunity cost, which 
should be negative. 


Method 
Data Collection 


To test the model expressed in Figure 1 requires that inde- 
pendent distributors and manufacturers provide matched 
reports. This, in turn, requires a high level of cooperation. 
The Marketing Science Institute assisted in obtaining partic- 
ipation from 12 divisions of five large U.S. suppliers of a 
range of products used in business-to-business markets. 
Each division believed its relationships with its distributors 
varied considerably, a belief borne out by the data. On the 
basis of field interviews, the unit of analysis was determined 
to be the branch level, where policies were focused, 
directed, and implemented.5 

Campbell (1955) demonstrates that knowledgeable 
informants provide high-quality data that coincide with 
archival data. Therefore, companies were asked to nominate 
the employee most knowledgeable about the relationship, 
typically the local sales representative or district sales man- 
ager (who tends to have the most frequent contact with the 
distributor), as their key informant. Companies also were 
asked to name the person in the distributor organization 
most familiar with their relationship, generally the branch 
manager (or, for smaller distributorships, the owner). 

Coded surveys (to permit matching responses) were sent 
to each informant from each side of the relationship. The 
coding was not concealed. Informants received a cover let- 
ter on academic stationary explaining the independence of 
the research from the cooperating companies and stressing 
that all responses would be held in confidence. An accom- 
panying letter from the supplier reiterated these points. A 
postage-paid envelope addressed to the researchers was 
included. One follow-up was made to nonrespondents. 





5Extensive prestudy interviews at the corporate level, followed 
up and confirmed by district-level interviews, stressed that the 12 
divisions involved treated each distributor's market area as a sepa- 
rate market and each distributor as a unique entity. The divisions 
stressed that they did not practice standardized marketing (though 
they could have). They considered that everything could be differ- 
ent in each geographical market. Factors that varied include the rel- 
ative strength of the competition, the nature and needs of the cus- 
tomer base, the set of possible (available) distributors, the com- 
pany's own strategy and tactics (including which elements of the 
product line were sold and how), and the company's commitment 
to the market. We also interviewed a set of the suppliers' distribu- 
tors, which confirmed that, from their point of view, these manu- 
facturers were not uniform in how they went to each market. 


Initially, ће 12 manufacturers provided names for 583 
dyads. However, one firm declined to permit the researchers 
to survey its side after its distributors had been surveyed 
(their 65 distributor responses were used only for measure 
development). This reduced the number of potential dyads 
to 518. Of these 518 dyads, nonresponses from one or both 
sides led to 417 returned pairs, a response rate of 81% of 
possible pairs. Of the returned pairs, 362 pairs provided 
completely usable information and are the basis for the test 
of Figure 1.6 


Measure Development 


Following standard psychometric procedure, as summarized 
in Churchill (1979), a pool of items was written to corre- 
spond to each construct. Items were extensively field tested 
for clarity, simplicity, and answerability by respondents. 
Most items were written in parallel form, one for the sup- 
plier vis-à-vis the distributor and one for the distributor vis- 
a-vis the supplier. Factor analysis was used to verify the 
expected unidimensionality of each set of items written to 
reflect a construct. This analysis, plus an examination of 
means, intercorrelations, and standard deviations, was used 
to purify the scales. A small number of items were dropped 
because of lack of variance in responses or multiple inter- 
pretations of the item possible. After purifying the scales, 
unidimensionality was assessed again by the presence of a 
substantial first factor in a principal components analysis 
and loadings of at least .4 with the theoretically correct sign 
on the first factor. Internal consistency was assessed by cal- 
culating Cronbach's alpha, and most scales surpassed Nun- 
nally's (1978) minimum standard of .7 for exploratory 
research. Each analysis was performed separately per side. 
Most of the resulting scales are parallel for both sides. In 
Table 1, we provide a summary of the properties of each 
scale, with a sample item from each. Table 2 is the correla- 
tion matrix of the scales. A brief discussion of the measures 
follows. 

Degree of selectivity reflects the degree to which the par- 
ties refrain from doing business with competitors of their 
channel partners. Items reflect the idea that selectivity is 
continuous, not merely binary (exclusive or intensive). Sup- 
pliers report the extent to which the distributor refrains from 
carrying other brands in this supplier's category. Distribu- 
tors report the extent to which the supplier refrains from 
selling through other distributors in this distributor's market. 
Thus, each side reports the extent of the other side's conces- 
sion. Each side is motivated to monitor on a continuous 
basis the extent to which its counterpart supplies its compe- 
tition. Thus, the same information is readily available and 
salient to the informant. Using the counterpart as the infor- 
mant provides a "harsh" measure of concession, because the 
recipient of the concession will not be generous in assessing 





{n some cases, manufacturers provided more than one infor- 
mant name for the distributor. Eight of the 362 pairs represented 
distributors with more than one informant, in which case the infor- 
mants' responses were averaged to represent the distributorship. 
Many of the pairs deleted because of incomplete information were 
missing the information on direct sales, which respondents consid- 
ered to be highly controversial and sensitive. 


the extent of the concession. Suppliers are quick to suspect 
distributors of pushing competing brands, whereas distribu- 
tors, with all good intentions, tend to construe product cate- 
gories narrowly so that many manufacturers can be told the 
distributor is “giving an exclusive" to each of them. Con- 
versely, distributors are quick to note when their customers 
appear able to source their "exclusive" brands from another 
distributor, whereas manufacturers, with all good intentions, 
tend to construe territories narrowly so that many distribu- 
tors can be told the supplier is “giving an exclusive" to each 
of them. Using each side to report the concession of the 
other serves to remove the effects of good intentions. Fur- 
thermore, such a report is likely to be up to date, because 
each side continuously monitors the other and is quick to 
detect an empirical slippage from what the other side 
intended or agreed on. In summary, using the observer to 
report on the actor's behavior should reduce reported brand 
or territory selectivity based on good intentions, positive 
affect, or historical patterns. 

Transaction-specific investments made by the counter- 
part is each side's estimate of the extent of specific invest- 
ments made for its counterpart, that is, investments that are 
not readily transferable to another party. Distributors offer 
their estimates of investments made in their suppliers, and 
suppliers offer estimates of specific investments made in 
their distributors. Items tap a range of investments, which 
include specialized knowledge, training, and efforts to build 
the counterpart's business and align the two businesses in 
the minds of customers. 

Value of direct sales is an index of the fraction of busi- 
ness in the distributor's market that is done by the supplier, 
weighted by the quality (desirability) of that business. 
Higher scores occur as either the fraction of direct business 
increases or the accounts the manufacturer serves become 
more desirable. This highly sensitive information was pro- 
vided by the manufacturer and may not be known to the dis- 
tributor (though the distributor certainly speculates about 
10).7 

Each side's influence over customers is reported by the 
counterpart. For the supplier, this is the distributor's influ- 
ence on customer choices. For the distributor, it is the cus- 
tomer's attraction to the brand name.8 Each side reports its 
own perception of the other's influence because each side is 
posited to demand pledges as a function of what it believes. 


"Ideally, we would have asked the distributors about the quality 
and quantity of direct business they suspected their suppliers of 
doing in their territories, on the assumption that distributors would 
demand higher pledges the more they thought their suppliers com- 
peted with them. However, the manufacturers threatened to with- 
hold cooperation 1f we put such questions to their distributors, on 
grounds that (as one manager put it), it would be preferable not to 
"encourage" distributors to "remember" this issue. 

8Most scales are composed of items that are parallel in wording, 
merely requiring reversals of subjects and objects in the same sen- 
tence. However, the influence scales are not parallel because a dis- 
tributor's influence over customer choices arises through the total- 
ity of the distributor's actions and customer reactions. The strength 
of a brand name is reflected in how much customers will insist on 
а brand. However, both sets of items do reflect the extent to which 
the customer is swayed (by either the distributor or the brand). 
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TABLE 2 
Correlation Matrix of Scales (n = 362) 


Standard 
Mean Deviation a b с а е f g h I | k 
a —.01 .79 1.00 
b —.08 .69 .33 1.00 
с 4.56 .96 16 .28 1.00 
d 3.76 .92 .25 .02 13 1.00 
е 49 .84 .24 .07 –.09 .00 1.00 
f 4.81 1.07 .32 .06 -.02 .49 .10 1.00 
g .02 .61 .15 17 .26 —.03 -.10 .02 1.00 
h 5.38 1.13 —.15 —.20 —.04 –.06 —.01 —.10 —.07 1.00 
і 5.69 .96 –.35 –14 –.06 –.13 —.03 —.05 —.07 17 1.00 
ј –2.04 1.27 –.02 .09 .33 .08 —.11 .09 .22 .02 .09 1.00 
k —2.41 1.51 —.08 —.14 —.02 .10 —.11 .19 —.01 .07 .11 .00 1.00 
Note: All correlations greater than .10 are significantly different from zero at p « .05. 
Key 
Notation Scale Informant 
a Degree of brand selectivity granted to supplier by distributor Supplier 
b Degree of territory selectivity granted to distributor by suppller Distributor 
с Level of distributor's transactlon-specific Investments Distnbutor 
d Level of supplier's transaction-specific Investments Supplier 
e Value of direct sales Suppller 
f Supplier's perception of distributor's influence over customers Supplier 
g Distributor's perception of strength of brand name among customers — Distributor 
h Distributors мем of competitive intensity of product category Distributor 
i Suppller's view of competitive intensity of product category Supplier 
J Importance of supplier's product category to distributor Distributor 
k Importance of distributor's market to supplier Supplier 





Each side also reports the competitive intensity of the 
market for the product category in question. As we indicate 
in Table 2, there is limited agreement between these reports 
(r = .18). This is not unexpected, because each side reports 
this information from different perspectives. In general, the 
correlation should be expected to be less than unity because 
no two sides possess precisely the same information, nor do 
they process it in precisely the same way (John and Reve 
1982). In this sample, distributors report on competitive 
intensity within an individual territory, whereas suppliers 
report on competitive forces across many U.S. markets. We 
hypothesize that each side calibrates its willingness to 
pledge on the basis of what it believes to be the true 
situation. 

Finally, each side reports the importance of the issue 
under question to them. Distributors report the importance 
of the product category in which the supplier competes, and 
suppliers report the importance of the market that the dis- 
tributor serves. 

Of these scales, transaction-specific investments is the 
same scale used in Anderson and Weitz (1992), and brand 
and territory exclusivity are similar. The remaining scales 
have been developed in accord with discussions of these 
constructs as they appear in the literature. 


Model Estimation 


We posit that the relationship between the pledges of chan- 
nel selectivity is simultaneous. Therefore, the two-equation 
model shown in Figure 1 is estimated by three-stage least 
squares. To control for possible corporate headquarters 
effects, we include dummy variables for four of the five par- 
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ent corporations in the model of the supplier's concession of 
territory selectivity. These effects are not large and, for sim- 
plicity, are not reported. 


Results 


The results of estimating the model in Figure 1 are shown in 
Table 3. They indicate that reciprocity in pledges of selec- 
tivity indeed seems to occur between distributors and sup- 
pliers in terms of refraining from dealing with the counter- 
part's competitors. Distributors give a greater degree of 
brand selectivity to suppliers that give them greater territory 
selectivity (B — .573). Conversely, suppliers give greater ter- 
ritory protection from intrabrand competition the more dis- 
tributors refrain from selling competing brands (B = .229). 
Hence, suppliers and distributors appear to restrict their set 
of alternatives in reciprocal fashion. 

Manufacturers also appear to condition their granting of 
some degree of selectivity on the distributor's investments 
specific to the manufacturer (Ê= .159). In a similar fashion, 
distributors grant a greater degree of brand selectivity to 
suppliers that have made larger idiosyncratic investments in 
the distributor (B = .071). Therefore, it appears that distribu- 
tors and suppliers balance exposure in ways that are consis- 
tent with our theoretical model. 

Our propositions regarding the sources of relationship 
instability also fare well. Direct sales have an influence on 
the supplier's granting of territory selectivity (B = .010), 
which is consistent with the notion that the distributor 
extracts a pledge to forestall manufacturer opportunism. 
Perceptions of the other party's influence over customers 


TABLE 3 
Three-Stage Least Squares Estlmation Results (n = 362) 


Scale 


———_. SN _____ «завио — 


Intercept 


Balancing Exposure 
Degree of brand selectivity granted to 
supplier by distributor 


Degree of territory selectivity granted to 
distributor by supplier 


Level of distributor's transaction- 
specific investments 


Level of supplier's transaction- 
specific investments 


Sources of Relationship Instability 
Value of direct sales 


Supplier's perception of distributor's 
influence over customers 


Distributor's perception of strength 
of brand name among customers 


Opportunity Costs 
Distnbutors view of competitive 
intensity of product category 


Supplier's view of competitive 
intensity of product category 


Importance of suppliers product 
category to distributor 


Importance of distributors 
market to supplier 
*p « .10. 


"p < .05. 
«р < .01; one-tailed t-tests for independent variables. 


Degree of Brand Degree of Territory 
Selectivity Granted to Selectivity Granted to 
Suppller by Distributor Distributor by Suppliera 
Coefficient Coefficlent 
(t statistic) (t statistic) 
—.967*** —T16'** 
(3.595) (2.496) 
N.A. .229** 
(1.775) 
573*** N.A. 
(4.602) 
N.A. .159*** 
(4.764) 
.071** 
(1.725) 
N.A. .100** 
(2.213) 
.186*** N.A. 
(4.844) 
N.A. .146*** 
(2.687) 
—.049* N.A. 
(1.534) 
N.A. —.108*** 
(2.413) 
—.054** N.A. 
(2.001) 
N.A. —.052*** 
(2.850) 


&Coefficients of corporate supplier dummy variables not shown. See text for details. 


МА. = coefficlent not estimated. 
System-weighted R-square = 25%. 


also operate as expected. Greater degrees of brand selectiv- 
ity are granted when the manufacturer believes the distribu- 
tor has a stronger influence over customers (Ê = .186), a 
counterintuitive result that is consistent with our framework. 
In parallel, the distributor's estimate of the strength of a sup- 
plier’s brand name appears to play a role in granting terri- 
tory selectivity (Ê = .145). 

Opportunity costs operate as expected. Neither party is 
likely to cede selectivity in intensely competitive product 
categories. The distributor refuses to limit its assortment of 
brands in a hotly contested product category (В = —.049). 
The supplier refuses to limit coverage when the category is 


highly competitive (В = –.108). As expected, a manufacturer 
is more likely to grant territory selectivity when the territory 
is relatively unimportant (В = .052). Category importance 
also has a significant effect on a distributor's selectivity 
decision (В = —053). 


Discussion 
These results indicate that manufacturers and distributors 
behave in a manner that balances exposure. All else being 
constant, category selectivity and territory selectivity tend to 
appear in tandem. Each side seems to reciprocate the prac- 
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tice of selectivity by the other. Distributors and suppliers 
each reduce their choice set, allowing their contacts to 
wither and increasing their dependence on each other. 
Although this finding fits well within a transaction cost 
framework, it squares poorly with the powerful manufac- 
turer/feeble dealer paradigm that dominates most of the lit- 
erature on exclusivity. Indeed, the marketing channels per- 
spective (that distributors have genuine value added and are 
not interchangeable) is more congenial to the finding that 
selectivity is something of a reciprocal action. 

These results also suggest that a party that places spe- 
cific assets at risk demands a reciprocal pledge. This is con- 
sistent with Kronman's (1985) arguments that there are 
many kinds of credible commitments and that not all kinds 
possess the same properties. А major difference between 
selectivity and specificity is that specificity tends to evolve 
in a relationship, often slowly, for reasons of task effective- 
ness and efficiency. In contrast, selectivity is more discre- 
tionary, which makes it a useful hostage to offer to balance 
the exposure created when the task dictates the development 
of transaction-specific assets. 

Our hypotheses about the sources of relationship insta- 
bility are supported. Direct selling by the manufacturer 
appears to oblige the manufacturer to offer selectivity to 
reassure distributors. Bypassing the distributor on a large 
scale, especially for better grades of business, gains revenue 
in the short run but appears to alienate distributors in the 
long run. These results suggest that short-run gains could be 
offset by the need to reassure distributors by making it more 
difficult for the customer to find another outlet for the brand. 

As expected, each side appears to fear the other's influ- 
ence over customers, viewing it as a source of power that 
could be used to supplant the counterpart. These results 
show that manufacturers grant territory selectivity to distrib- 
utors whom they believe can influence customer choice 
strongly. Conversely, distributors appear to grant brand 
selectivity to brand names they see as strongly preferred by 
customers. This behavior is prudent when viewed as an 
effort to inspire the confidence of one's counterpart, which 
has reason to fear potential opportunism. Viewed in terms of 
power and conflict, however, the behavior is counterintu- 
itive. A distributor is vulnerable to abuse from suppliers with 
considerable influence over its customers. In power terms, a 
sensible reaction would be to reduce dependence on that 
supplier by diversifying into selling other brands. Similarly, 
a supplier can be abused by distributors that "own the cus- 
tomer.” A logical reaction from a power/conflict standpoint 
would be to reduce dependence on the distributor by selling 
through other distributors as well. That both distributors and 
suppliers take the opposite tack suggests that parties to a 
relationship may be willing to actually increase their vul- 
nerability in a calculated effort to reassure their counterparts 
that opportunism is unlikely.? 


9These findings also belie the notion that each side uses its 
power over customers to hurt the counterpart. If so, suppliers with 
powerful brand names would oblige their distributors to accept 
multiple competing distributors. Distributors with strong influence 
on consumer decision making would force the manufacturer to 
accept being sold alongside many competing brands. These results 
are quite the opposite. 


32 / Journal of Marketing, April 1997 


Opportunity costs appear to play the role suggested by 
marketing. theory (though, to our knowledge, not empiri- 
cally tested). In highly competitive product categories, nei- 
ther side will limit its options. Distributors will not reduce 
their brand assortments, and manufacturers will not limit 
their number of outlets in a market. Marvel (1982) suggests 
a mechanism to account for the manufacturer side of this 
behavior by arguing that customers will not go to great 
lengths to search for a preferred brand in such categories, 
simply because they don't need to: Many brands are "good 
enough." Although Marvel refers to the retail level, the same 
mechanism is likely to operate on the wholesale level. Buy- 
ers in a hotly contested market may not make a trip to search 
for a brand but will switch brands if they cannot find it in 
stock. Hence, manufacturers seek to maximize coverage to 
minimize the buyer's travel. 

If buyers are unwilling to make special trips to find 
brands, distributors might, at first glance, be inclined to limit 
their brand assortment and oblige the customer to choose 
from what they stock. However, by stocking many brands 
the distributor could play off multiple brands quite success- 
fully in a competitive category, using interbrand competi- 
tiveness to gain more favorable treatment from each sup- 
plier. Furthermore, the distributor can improve its image and 
increase its traffic if it is known to stock many brands, each 
of which competes intensely for customer favor. 

Conversely, it appears easy to make concessions for 
minor business. Distributors more readily limit brand assort- 
ments in product categories that mean little to them anyway. 
Suppliers more readily limit their set of distributors in minor 
markets. We suspect that selectivity is a “cheap pledge” in 
these cases because the business does not merit much atten- 
tion; hence, the opportunity cost of selectivity is low. 

In summary, these findings suggest that patterns of 
selectivity resemble patterns of pledging. Each side uses 
selectivity to balance what it sees as the vulnerability, or 
exposure, of its counterpart. In particular, when a counter- 
part is seen to make specific investments or to grant selec- 
tivity in its domain, a player reciprocates by offering its own 
form of selectivity. For suppliers, this means territory selec- 
tivity; for distributors, brand selectivity. 

There are other ways to balance against exposure, some 
of which are intriguing. For example, in the context of rela- 
tionships between manufacturers and their suppliers, Heide 
and John (1992) focus on the manufacturer side. They note 
that if the manufacturer (the buyer) makes investments tai- 
lored to its supplier (e.g., tooling, equipment, systems, train- 
ing), the buyer is now vulnerable to the supplier's oppor- 
tunism. Transaction-cost analysis suggests that the buyer 
demand a pledge from the supplier. Although Heide and 
John (1992) do not address this possibility, they do find 
another way for buyers to alleviate their dependence prob- 
lem. They find that suppliers cede an unusually high degree 
of influence in the relationship to those vulnerable buyers 
(vulnerable by virtue of having made specific investments) 
if the relationship is buttressed by strong relational norms. 
The combination of norms and specificity is one in which 
suppliers will cede control to their buyers. 

This research is subject to several limitations, one of 
which is measurement error. Given the exploratory nature of 


this study, not all scáles meet conventional standards of reli- 
ability. However, we note that the usual effect of lower reli- 
ability is low statistical power and hence lack of findings— 
which is not our case. Another limitation is a range restric- 
tion on the supplier side. That all suppliers are well-known, 
national companies limits the generalizability of the supplier 
conclusions. 

Our analysis is also limited by the cross-sectional 
nature of the data. We observe one moment in time for what 
is undoubtedly a dynamic process of relationship develop- 
ment. This also raises the possibility that exogenous fac- 
tors, such as customer pull, have been influenced by pat- 
terns of pledging over time. These data limitations are com- 
mon to almost any large-scale empirical study using dyadic 
data. 

Note that we do not explicitly consider anticompetitive 
explanations for brand selectivity. For example, it is not hard 
to see why a manufacturer would prefer that a distributor 
adopt brand selectivity in order to preempt or limit upstream 
competition. However, we expect that our model of reciproc- 
ity also applies to efforts by a supplier to impose exclusive 
dealing on a distributor. Because the distributor has some 
degree of leverage in the relationship, it will only accept this 


type of contractual vertical restraint when the supplier offers 
a countervailing pledge of territory selectivity. 


Conclusion 


This research provides a new explanation for why manufac- 
turers and distributors refrain from doing business with an 
appropriate player. It is surprising that any manufacturer 
would limit coverage or that any distributor would limit 
brand assortment. Such decisions would appear to contradict 
the most basic reason that suppliers use distributors: to gain 
high coverage at low cost. Selectivity also contradicts the 
most basic business reason for customers to patronize dis- 
tributors—namely, assortment in one place. Theory devel- 
opment in this area is at an early stage, with empirical test- 
ing even further behind. The range of potential explanations 
for channel selectivity is rich and intriguing. Customer 
behavior, market conditions, features of the supplier and its 
competitive set, features of the distributor and its competi- 
tive set, and the regulatory environment offer fertile ground 
for development and testing of theories of selectivity. As 
firms seek sustainable competitive advantage in increasingly 
contested markets, selectivity could prove to be a tool that 
Inerits greater usage. 
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Patricia M. Doney and Joseph P. Cannon 


An Examination of the Nature of 
Trust in Buyer-Seller Relationships 


The authors integrate theory developed in several disciplines to determine five cognitive processes through which 
industrial buyers can develop trust of a supplier firm and its salesperson. These processes provide a theoretical 
framework used to identify antecedents of trust. The authors also examine the impact of supplier firm and sales- 
person trust on a buying firm's current supplier choice and future purchase intentions. The theoretical model is 
tested on data collected from more than 200 purchasing managers. The authors find that several variables influ- 
ence the development of supplier firm and salesperson trust. Trust of the supplier firm and trust of the salesperson 
(operating indirectly through supplier firm trust) influence a buyers anticipated future interaction with the supplier. 
However, after controlling for previous experience and supplier performance, neither trust of the selling firm nor its 


salesperson influence the current supplier selection decision. 


ing business marketing firms to seek more creative 

and flexible means for meeting competition. Many 
firms have responded to these challenges by building col- 
laborative relationships with customers and suppliers 
(Dertouzos, Lester, and Solow 1989). Such collaborative 
relationships rely on relational forms of exchange character- 
ized by high levels of trust (Dwyer, Schurr, and Oh 1987; 
Morgan and Hunt 1994). The high levels of trust character- 
istic of relational exchange enable parties to focus on the 
long-term benefits of the relationship (Ganesan 1994), ulti- 
mately enhancing competitiveness and reducing transaction 
costs (Noordewier, John, and Nevin 1990). 

As business marketers placed greater emphasis on build- 
ing long-term relationships, trust has assumed a central role 
in the development of marketing theory (Dwyer, Schurr, and 
Oh 1987; Morgan and Hunt 1994) and practice (Dertouzos, 
Lester, and Solow 1989). Marketing research on trust pri- 
marily focuses on two targets of trust: supplier firms and 
their salespeople. Trust of a supplier firm and trust of a sup- 
plier's salesperson, though related, represent different con- 
cepts. For example, a long-term relationship with a trusted 
supplier could be jeopardized by a company representative 
who proves to be dishonest and unreliable (e.g., Kelly and 
Schine 1992). Conversely, highly trusted salespeople can 
preserve customer commitment during difficult times cre- 
ated by management policies that appear contrary to the cus- 
tomer's best interests (e.g., Schiller 1992). 


R apidly changing competitive environments are forc- 
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Interorganizational trust operates as a governance mech- 
anism (Bradach and Eccles 1989; Heide 1994) that mitigates 
opportunism in exchange contexts characterized by uncer- 
tainty and dependence (Pfeffer and Salancik 1978). In a dis- 
tribution channels context, research has shown that a down- 
stream channel member that trusts its supplier exhibits 
higher levels of cooperation (Morgan and Hunt 1994) and 
exerts more effort on behalf of a principal (Anderson, 
Lodish, and Weitz 1987). Trust in a supplier also reduces 
conflict and enhances channel member satisfaction (Ander- 
son and Narus 1990). Finally, a firm that trusts its supplier is 
more committed to and intends to stay in the relationship 
(Anderson and Weitz 1989; Morgan and Hunt 1994). 

Persons and organizations also can develop trust in a 
supplier firm's salesperson. The sales force often plays a key 
role in interfacing with customers and implementing mar- 
keting strategy. At a basic level, salespeople persuade cus- 
tomers to purchase their firm's products. However, as firms 
actively seek more collaborative relationships with cus- 
tomers, salespeople perform an important function in facili- 
tating and developing customer trust (Swan and Nolan 
1985). Research has shown that information provided by a 
trusted party is used more and thus provides greater value to 
the recipient (Moorman, Zaltman, and Deshpandé 1992). 
Organizational buyers who trust salespeople exhibit more 
integrative bargaining strategies, which lead to benefits for 
both parties (Schurr and Ozanne 1985). 

Although trust can be engendered in a supplier firm and 
its salesperson, the existing marketing research focuses on 
one or the other target, not both. Anderson and Narus (1990) 
suggest that trust of an individual differs in nature from that 
of an organization. Understanding such differences is par- 
ticularly important in business marketing situations in which 
the sales force plays a key role in implementing the sup- 
plier's marketing strategies and managing customer rela- 
tionships. Yet surprisingly, our review of the extant literature 
found only two studies (Swan and Nolan 1985; Young and 
Wilkinson 1989) that even discuss such issues, neither pro- 
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viding empirical tests of similarities and differences across 
the two targets of trust. 

Given the emphasis placed on trust in commercial 
exchange relationships, it is also important to understand 
how trust influences specific aspects of customer behavior. 
It is now well established that trust supports exchange and 
helps partners project their exchange relationships into the 
future. However, the existing marketing research pays little 
attention to the impact of trust on current purchase deci- 
sions. In fact, we found no studies that explicitly examine 
how trust affects supplier selection decisions. 

The purpose of this study is to provide new insight into 
how trust develops and how it influences industrial buying 
behavior. We offer several contributions to the emerging 
marketing literature on trust. First, drawing on theory devel- 
oped in social psychology, sociology, economics, and mar- 
keting, we isolate five cognitive processes through which 
trust can be built. These processes provide the theoretical 
framework used to identify a set of factors hypothesized to 
influence the development of trust. Second, we evaluate 
both trust of a supplier firm and its salesperson. Third, we 
examine the impact of trust on the buying firm's current sup- 
plier selection decision, as well as its future purchase inten- 
tions. Finally, we provide a richer understanding of trust by 
placing both targets of trust in a larger nomological net of 
constructs. 

In the literature review that follows, we discuss the 
nature of trust, its definition, and the five cognitive 
processes through which trust can develop. Building on this 
review, in the subsequent section, we develop a theoretical 
model that outlines the antecedents and consequences of 
trust in an industrial buying context. In the next several sec- 
tions, we describe an empirical study designed to test 
hypothesized relationships, report study findings, and dis- 
cuss their implications for marketing theory and practice. 
We conclude by outlining study limitations and an agenda 
for further research. 


Literature Review 

Trust has received a great deal of attention in social psy- 
chology (e.g., Deutsch 1960; Lewicki and Bunker 1995; 
Lindskold 1978), sociology (e.g., Lewis and Weigert 1985; 
Strub and Priest 1976), and economics (e.g., Dasgupta 1988; 
Williamson 1991), as well as marketing (e.g., Anderson and 
Weitz 1989; Dwyer, Schurr, and Oh 1987; Ganesan 1994; 
Moorman, Deshpandé and Zaltman 1993; Moorman, Zalt- 
man, and Deshpandé 1992). Each discipline offers unique 
insights into the nature of trust, its definition, and the 
processes through which it develops. 


Nature of Trust 


Much research explores the importance of trust in interper- 
sonal dyads (e.g., Rotter 1967; Schlenker, Helm, and 
Tedeschi 1973). Although some researchers disagree about 
whether organizations can be targets of trust, a large stream 
of literature emphasizes that people can develop trust in 
public institutions (Lewis and Weigert 1985) or organiza- 
tions (Morgan and Hunt 1994), as well as individuals. 
Therefore, the trust literature suggests that in an industrial 
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buying context, customers can trust the supplier firm, its 
salesperson, or both. 

The trust literature also suggests that, regardless of the 
level of analysis, trusting parties must be vulnerable to some 
extent for trust to become operational. In other words, deci- 
sion outcomes must be uncertain and important to the trustor 
(Deutsch 1962; Moorman, Zaltman, and Deshpandé 1992; 
Schlenker, Helm, and Tedeschi 1973). In marketing, much 
research on trust has been conducted in the context of dis- 
tribution channels (e.g., Anderson and Narus 1990; Ander- 
son and Weitz 1989; Morgan and Hunt 1994) in which vul- 
nerability is created by the high degree of interdependence 
usually found in channel relationships (Gundlach and 
Cadotte 1994; Kumar, Scheer, and Steenkamp 1995). In typ- 
ical distribution channel arrangements (i.e., manufac- 
turer-distributor or manufacturer-retailer), switching costs 
are relatively high. Therefore, this research stream empha- 
sizes the influence of trust on constructs central to building 
long-term relationships with customers, such as commit- 
ment (Dwyer, Schurr, and Oh 1987; Morgan and Hunt 
1994), long-term orientation (Ganesan 1994), and propen- 
sity to stay in a relationship (Anderson and Weitz 1989). 

Although some buying firms have reduced their supplier 
base to facilitate collaboration or increase quality (Emsh- 
willer 1991), many buyers still maintain multiple sources of 
supply. In an industrial buying context, then, risk could be 
operative primarily when purchase situations involve modi- 
fied rebuys or new tasks, as opposed to straight rebuys 
(Robinson, Faris, and Wind 1967). Such situations involve 
greater decision making on the part of the buying organiza- 
tion, more people in the decision-making process, and 
greater uncertainty (Johnston and Lewin 1996). Vulnerabil- 
ity stems from the buyer's reliance on a supplier firm and/or 
its salesperson. The supplier firm sets policies and develops 
strategies that can affect the buying firm's costs and quality. 
The salesperson, as the primary contact with the buying 
firm, provides valuable information and consultation to 
members of the buying center. To make current purchase 
decisions and long-term relational commitments, buyers 
must determine the extent to which they can trust suppliers 
and their salespeople. 


Defining Trust 


Drawing on literature in social psychology (Larzelere and 
Huston 1980) and marketing, we define trust as the per- 
ceived credibility and benevolence of a target of trust (cf. 
Ganesan 1994; Kumar, Scheer, and Steenkamp 1995). The 
first dimension of trust focuses on the objective credibility 
of an exchange partner, an expectancy that the partner's 
word or written statement can be relied on (Lindskold 1978). 
The second dimension of trust, benevolence, is the extent to 
which one partner is genuinely interested in the other part- 
ner's welfare and motivated to seek joint gain. This defini- 
tion of trust is relevant in an industrial buying context. А 
buying firm facing some degree of risk in a purchase situa- 
tion turns to a supplier or salesperson that the buyer believes 
is able to perform effectively and reliably (credible) and is 
interested in the customer's best interests (benevolent). 


Developing Trust 


The development of trust relies on the formation of a 
trustor's expectations about the motives and behaviors of a 
trustee. Because of the broad nature of trust and its varied 
conceptual roots, our review of the trust literature uncovered 
five distinct processes by which trust can develop in busi- 
ness relationships. 

The economics literature (e.g., Dasgupta 1988; 
Williamson 1991) suggests that trust primarily involves a 
calculative process, as when an individual or organization 
calculates the costs and/or rewards of another party cheating 
or staying in the relationship (Lindskold 1978). To the extent 
that the benefits of cheating do not exceed the costs of being 
caught (factoring in the likelihood of being caught), one 
party infers that it would be contrary to the other party's best 
interest to cheat and therefore the party can be trusted 
(Akerlof 1970). For example, Rao and Bergen (1992) find 
that buying firms pay premium prices to suppliers to ensure 
high levels of quality. Essentially, buyers raise the costs of 
cheating because suppliers caught acting "untrustworthy" 
lose a stream of premium rents from future purchases. 

The prediction process of developing trust relies on one 
party's ability to forecast another party's behavior. Because 
trust requires an assessment of the other party's credibility 
and benevolence, one party must have information about the 
other party's past behavior and promises. Repeated interac- 
tion enables the party to interpret prior outcomes better, pro- 
viding a basis for assessing predictability. For example, 
through repeatedly making promises and delivering on 
them, a salesperson develops the confidence of a buying 
firm (Doyle and Roth 1992; Swan and Nolan 1985). Extend- 
ing this line of reasoning, Lewicki and Bunker (1995) sug- 
gest that predictability as a source of trust requires not only 
repeated interaction, but also courtship (see also Shapiro, 
Sheppard, and Cheraskin 1992). Courtship behavior is 
directed at relationship development—specifically, learning 
more about the other party. This suggests that trust grows 
when two parties share a variety of experiences, thereby 
improving each's ability to predict the other's behavior. 

The capability process involves determining another 
party's ability to meet its obligations, thereby focusing pri- 
marily on the credibility component of trust. For example, a 
salesperson promises the customer prompt delivery, despite 
a supply being on allocation due to shortages. Yet if the cus- 
tomer doubts whether the salesperson has the clout needed 
to move its order up in the queue, the customer will be reluc- 
tant to trust the salesperson's word. 

Trust also emerges through interpretation and assess- 
ment of the other party's motives. Using the intentionality 
process, the trustor interprets the target's words and behav- 
iors and attempts to determine its intentions in exchange 
(Lindskold 1978). People or groups motivated to help or 
reward the perceiver will be more trusted than those sus- 
pected of harboring exploitative intentions. Inferences of 
benevolent intentions also can result when two parties 
develop shared values or norms (Macneil 1980) that enable 
one party to understand the other partner's objectives and 
goals better (i.e., what drives their behavior). 


Finally, trust can develop through a transference process. 
Strub and Priest (1976, p. 399) describe the “extension pat- 
tern" of gaining trust as using a "third party's definition of 
another as a basis for defining that other as trustworthy." This 
suggests that trust can be transferred from one trusted “proof 
source" to another person or group with which the trustor has 
little or no direct experience (Milliman and Fugate 1988; 
Strub and Priest 1976). For example, a new salesperson rep- 
resenting a highly trusted firm would benefit from the 
buyer's past experience with the supplier firm. Conversely, 
distrust also can be transferred if a person lacks other infor- 
mation. For example, a person's past experience with auto- 
mobile or insurance salespeople often results in an initial 
state of distrust (Adkins and Swan 1980-81). 

Clearly, some factors can invoke multiple trust-building 
processes. For example, frequent contact with a supplier’s 
salesperson can invoke the prediction process by helping the 
buyer more accurately predict the salesperson’s behavior. 
Or, the buyer could interpret frequent contact as an indica- 
tion of the salesperson’s genuine interest in the buying 
firm’s welfare, thereby invoking the intentionality process. 
Therefore, each process represents a different manner in 
which subjective probability judgments of a partner’s trust- 
worthiness can be made. 


Research Hypotheses 

The five trust-building processes provide insight into how 
trust of a selling firm and salesperson are established in the 
industrial buyer-supplier context of this research. As the pri- 
mary supplier contact, the salesperson represents an impor- 
tant personal source of trust for the buying firm. The sup- 
plier firm provides an alternative source of trust through its 
policies, actions, and personnel. Because of the personal and 
impersonal nature of these two targets of trust, the manner 
through which each fosters trust is likely to differ. In Table 
І, we summarize the five trust-building processes and link 
them to factors hypothesized to develop supplier firm and 
salesperson trust. Although each antecedent factor can trig- 
ger multiple trust-building processes and one process can 
trigger another, we focus on the primary processes likely to 
be invoked by each antecedent factor. 

In Figure 1, we offer a conceptual overview of the 
empirical study. Hypothesized antecedents to trust represent 
characteristics of the supplier firm and its salesperson, and 
aspects of the buying firm's relationship with each, which 
provide a basis for the buying firm to infer trust. The con- 
ceptual model also includes key outcomes of trust—the buy- 
ing firm's current supplier selection decision and anticipated 
future interaction with the supplier. We detail the logic 
underlying our theoretical model in the following sections. 


Developing Trust in a Supplier Firm: 
Characteristics of the Supplier 


Supplier reputation. We define supplier reputation as the 
extent to which firms and people in the industry believe a sup- 
plier is honest and concerned about its customers. A favorable 
reputation is easily transferable across firms and enhances the 
credibility of the vendor (Ganesan 1994). If a buying firm 
assumes the supplier's reputation is well deserved, trust will 
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TABLE 1 
Trust-Building Processes, Generic Drivers, and Factors that Invoke Each Process 


Trust-Building Process 


Calculative: Trustor calculates the costs 
and/or rewards of a target acting in an 


untrustworthy manner investments 


Predictiorr. Trustor develops confidence 
that target's behavior can be predicted 
experience 


Capability. Trustor assesses the target's 


ability to fulfill its promises its promises 


Intentionality. Trustor evaluates the 
target's motivations 


Transference: Trustor draws on "proof 
sources.” from which trust is transferred 
to the target 


Generic Driver of the Process 


Costs are higher when a target makes 
larger and/or relationship-specific 


Trustor learns more about the target 
through repeated and broader 


Evidence of the target's ability to fulfill 


Target's words and/or behavior 
indicates concern for the trustor 


Identification of trusted sources closely 
associated with the target 


Factors that Invoke the Trust- 
Building Process 


«supplier firm reputation 

esupplier firm size 

«supplier firm willingness to customize 
«supplier firm confidential information 
sharing 

elength of relationship with supplier firm 
elength of relationship with salesperson 


*length of relationship with supplier firm 

esalesperson likability 

esalesperson similarity 

«frequent social contact with 
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«frequent business contact with 
salesperson 

«length of relationship with salesperson 


esalesperson expertise 
esalesperson power 


«supplier firm willingness to customize 
esupplier firm confidential Information 
sharing 

esalesperson likability 

«salesperson similarity 

"frequent social contact with salesperson 


esupplier firm reputation 
esupplier firm size 
etrust of supplier firm 
etrust of salesperson 


А ____________________________________—–—_—=- о 


be granted on the basis of the supplier's history in relation- 
ships with other firms. In other words, buyers infer the trust- 
worthiness of a supplier through the words and actions of 
other people and organizations. Therefore, the process of 
transference can be used to predict a positive relationship 
between supplier reputation and trust of the selling firm. 

Buyers also can use the calculative process to estimate 
that the costs of a supplier acting in an untrustworthy man- 
ner are quite high for firms with good reputations. Because 
developing a favorable reputation involves significant invest- 
ment and represents a valuable asset (Dasgupta 1988), firms 
are reluctant to jeopardize their reputation by acting oppor- 
tunistically (Telser 1980). Even if opportunities exist, any 
short-term gains from untrustworthy behavior can be bal- 
anced against the rewards of maintaining a good reputation. 

Empirical evidence supports the link between supplier 
reputation and buyer trust. In a study of industrial channel 
dyads, Ganesan (1994) finds that a retailer's favorable per- 
ception of a vendor's reputation leads to increased credibil- 
ity, one of two dimensions of trust. Similarly, Anderson and 
Weitz (1989) find that a channel member's trust in a manu- 
facturer is positively related to the manufacturer's reputation 
for fair dealings with channel members. 


Supplier size. Supplier size encompasses the firm's 
overall size and its market share position. Supplier size pro- 
vides a signal to the buying firm that the selling firm can be 
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trusted. First, through the process of transference, a buying 
firm could draw on the experience of others to infer trust- 
worthiness from supplier size. Overall size and market 
share indicate that many other businesses trust this supplier 
enough to do business with it. This suggests that the sup- 
plier consistently delivers on its promises to others or it 
would not have been able to maintain its position in the 
industry. Second, we might expect that less trustworthy, 
more opportunistic suppliers operate as fly-by-night orga- 
nizations and would be unable to build sales volume or 
market share (Hill 1990). As a result, buyers could use the 
calculative process to determine that larger suppliers incur 
more significant costs through untrustworthy behavior than 
do smaller suppliers. 
Formally stated, 


H,: Buying firm trust in the supplier firm is positively related 
to the supplier's reputation. 

Hz: Buying firm trust in the supplier firm is positively related 
to the supplier's size. 


Developing Trust in a Suppller Firm: 
Characteristics of the Relationship 


Supplier willingness to customize. A supplier could offer 
to make, or actually make, idiosyncratic investments in the 
relationship. Such investments might include specialized 


FIGURE 1 
Antecedents and Consequences of Trust of a Supplier Firm and Salesperson 


Characteristics of the Supplier Firm 
*Reputation 


Size 


Characteristics of the Supplier Firm Relationship 
Willingness to customize 
*Confidential information shanng 
*Length of relationship 


Characteristics of the Salesperson 
*Expertise 
*Power 


Characteristics of the Salesperson Relationship 
eLikability 
*Similarity 
*Frequent business contact 
*Frequent social contact 
*Length of relationship 








Purchase Anticipated 
Cholce Future 
Interaction 


Buying Firm’s 
Trust of 
Salesperson 


Control Variables 
*Delivery performance 
*Relative price/cost 


*Product/service performance 
*Purchase experience with supplier 








equipment or adaptation of production processes to meet the 
buyer's needs. Williamson (1985) suggests that idiosyn- 
cratic investments change the firm's incentive structure; 
firms making idiosyncratic investments are unlikely to 
engage in opportunistic behavior because such behavior 
threatens the continuation of the relationship. Because idio- 
syncratic assets can lose substantial value unless the rela- 
tionship is continued (Anderson and Weitz 1992), buyers 
could use the calculative process to estimate that the costs of 
untrustworthy behavior are higher for suppliers with idio- 
syncratic investments at stake. 

Willingness to make idiosyncratic investments also pro- 
vides evidence that a vendor can be believed, it cares for the 
relationship, and it is willing to make sacrifices (Ganesan 
1994). The supplier's willingness to place itself at risk sig- 
nals to the buying firm that the supplier is willing to coop- 
erate (Lindskold 1978; Strub and Priest 1976). Such behav- 
ior could invoke the process of intentionality—in which the 
idiosyncratic investments provide evidence that the sup- 
plier's motives are benevolent. Empirically, Ganesan (1994) 
demonstrates that buyers trust suppliers they perceive as 
having made idiosyncratic investments on their behalf. 


Confidential information sharing. Confidential informa- 
tion sharing involves the extent to which suppliers share pri- 
vate information with their customers. The calculative 
process suggests that buyers will trust suppliers that share 
confidential information, because such suppliers risk a sub- 


stantial investment. For example, because the buyer could 
disclose confidential information to the supplier's competi- 
tors, the costs of this information being used improperly can 
be high (cf. Kelly and Kerwin 1993). Buying firms that 
believe their suppliers cannot be trusted are more likely to 
behave in an untrustworthy manner themselves, such as by 
passing along this sensitive information (John 1984). As a 
result, buyers could calculate that the costs of untrustworthy 
behavior increase as the selling firm shares more confiden- 
tial information with them. 

The extent to which a supplier shares confidential infor- 
mation with the buyer also provides a signal of “good faith” 
to the buying firm. The supplier uses a "disclosure pattern" 
to establish trust by providing tangible evidence that the 
supplier is willing to make itself vulnerable (Strub and 
Priest 1976). Therefore, the process of intentionality also 
could be invoked because sharing confidential information 
signals to the buyer that the supplier's motives and inten- 
tions are benevolent—that is, the supplier can be trusted. 


Length of relationship. Most researchers agree that 
trust develops and builds over time. Two trust-building 
processes can explain why trust in the selling firm 
increases with the length of the buyer-supplier relation- 
ship. First, length of time represents an investment both 
parties make in the relationship. To the extent that buyers 
perceive such investments on the part of suppliers, they 
could calculate that a supplier would incur losses by acting 
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in an opportunistic (i.e., untrustworthy) manner. Second, 
the process of prediction also can be invoked as a relation- 
ship grows older. When exchange relationships have a his- 
tory, the outcomes of previous business episodes provide a 
framework for subsequent interaction. With increased 
experience, firms are more likely to have successfully 
weathered critical shake-out periods in their relationship 
(Dwyer, Schurr, and Oh 1987; Scanzoni 1979) and gained 
a greater understanding of each other's idiosyncrasies 
(Williamson 1985). Therefore, longer relationships facili- 
tate the buyer's ability to predict the supplier's future 
behavior. Empirically, Anderson and Weitz (1989) find that 
a channel member's trust 1n a manufacturer increases with 
the age of the relationship. 
Formally stated, 


H5: Buying firm trust in the supplier firm 1s positively related 
to a supplier's willingness to make investments specific to 
8 buying firm. А 

H4: Buying firm trust іп the supplier firm is positively related 
to more confidential information sharing by a supplier 
firm. 

Hs: Buying firm trust in the supplier firm is positively related 
to the length of time a supplier firm and buyer firm have 
been in contact. 


Developing Trust in a Salesperson: 
Characteristics of the Salesperson 


Expertise. Trust that is based on a partner's expertise 
focuses on an expectancy held by a person that the part- 
ner's word or written statement can be relied on (Lind- 
skold 1978). Through the capability process, salesperson 
expertise builds a buying firm's trust by increasing its con- 
fidence that a salesperson can deliver on his or her 
promises. Empirically, the role salesperson expertise plays 
in fostering trust has received some attention in the таг- 
keting literature. Busch and Wilson (1976) find that cus- 
tomers view salespeople with higher levels of perceived 
expert power as more trustworthy. In a study examining 
the use of marketing research, Moorman, Deshpandé, and 
Zaltman (1993) find that researcher expertise is an impor- 
tant foundation for trust. Finally, Crosby, Evans, and 
Cowles (1990) show that the perceived expertise of an 
insurance salesperson is a significant predictor of customer 
trust. 


Power. Salesperson power is defined as the buying 
firm's belief that the salesperson is capable of providing 
buyer outcomes that match what the salesperson says or 
promises. For example, a salesperson who promises to expe- 
dite an order could be doubted if the buyer believes that the 
salesperson lacks control over the organizational resources 
needed to fulfill the promise (Swan and Nolan 1985). There- 
fore, power can increase trust in the salesperson by means of 
the capability process. Empirically, Moorman, Deshpandé, 
and Zaltman (1993) find that when researcher power in the 
organization is higher, trust of the researcher is higher. 

Formally stated, 


Hg: Buying firm trust in the supplier's salesperson is positively 


related to the buyer's perceptions that the salesperson has 
expertise. 
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Н: Buying firm trust in the supplier's salesperson is positively 
related to the buyer’s perceptions that the salesperson has 
power in the supplier firm. 


Developing Trust in the Salesperson: 
Characteristics of the Relationship 


Likability. Salesperson likability refers to the buyer’s 
assessment that people in the buying firm find the salesper- 
son friendly, nice, and pleasant to be around. Prior research 
in psychology (Rotter 1980) generally finds a positive rela- 
tionship between a person’s likability and the extent to 
which the person is trusted by others. Because initial trust 
depends on the buyer’s confidence in predicting the accu- 
racy of statements made by the salesperson, a positive rela- 
tionship between trust and liking can occur as a result of the 
prediction process. Buyers are more confident of their pre- 
dictions about someone they like (Swan and Nolan 1985). 
Salesperson trust also can be engendered by means of the 
intentionality process: Buyers attribute favorable motives to 
those they like (Rotter 1980). 

Empirical studies in business marketing show that feel- 
ings of trust in the salesperson are positively related to lik- 
ing. For example, Swan and colleagues (1988) find that lik- 
ability is a distinct dimension of trust in the salesperson. 
Hawes, Mast, and Swan (1989) find that buyers attribute 
positive trust-earning value to manufacturers’ representa- 
tives who were “likable.” Finally, salespeople report that to 
gain customer trust, customers must see them as “likable” or 
“a friend” (Swan, Trawick, and Silva 1985). 


Similarity. Similarity assesses the buyer’s belief that the 
salesperson shares common interests and values with people 
in the buying firm. In goal-interdependent situations, simi- 
larity can be a cue for expecting the other party to facilitate 
one’s goals (Johnson and Johnson 1972). Therefore, simi- 
larity can trigger the intentionality and/or prediction 
process. Buyers who perceive salespeople to be similar to 
themselves could expect such salespeople to hold common 
beliefs about what behaviors, goals, and policies are appro- 
priate. Trust is fostered because the buyer feels better able to 
assess the salesperson’s intentions—that is, buyers attribute 
benevolent intentions to “similar” salespeople they believe 
share their values. Understanding the salesperson’s motiva- 
tions also makes it easier for a buyer to predict the salesper- 
son’s future behavior, thereby building trust through the 
process of prediction. 


Frequent contact with the salesperson. When salespeo- 
ple have frequent contact with customers for business or 
social purposes, trust can be engendered because buyers can 
observe the salesperson’s behavior across a variety of situa- 
tions. Frequent interaction fosters trust by giving buyers 
information that helps them predict the salesperson’s future 
behavior with confidence. Social interaction with members 
of the buying firm also gives the salesperson a chance to 
“court” the buyer. Social settings provide an informal envi- 
ronment conducive to enhanced information flow, building 
closer interpersonal relationships, and fostering better 
understanding of mutual needs. Through the intentionality 
process, frequent social interaction can engender trust, 
because buyers attribute benevolent intentions to salespeo- 


ple with whom they share common professional and social 
bonds. 

Empirically, the frequency with which salespeople and 
customers communicate for business or social reasons has 
been shown to be a key determinant of relationship mainte- 
nance in the insurance field (Crosby, Evans, and Cowles 
1990). Although Crosby, Evans, and Cowles (1990) primar- 
ily study business contacts, they find a positive relationship 
between contact intensity and salesperson trust. 


Length of relationship. As stated previously, the process 
of prediction and the calculative process could explain why 
trust of the selling firm increases with the length of the 
buyer-supplier relationship. The same processes are 
involved when the target of trust is the salesperson. First, 
buyers can calculate that the salesperson's investment in the 
relationship increases with time. Because the salesperson's 
investment would be jeopardized by untrustworthy behavior, 
the salesperson can be trusted. Second, longer relationships 
facilitate the buyer's ability to predict the salesperson's 
future behavior. Because people learn through experience 
how much to trust others (Lindskold 1978), the length of a 
buyer's relationship with a salesperson should enhance trust 
because it provides assurance that the salesperson's future 
behavior will mirror past behavior. 

Formally stated, 


Hg: Buying firm trust in the supplier's salesperson is posi- 
tively related to perceived likability. 

Hs: Buying firm trust in the supplier's salesperson is posi- 
tively related to perceived similarity. 

Нус: Buying firm trust in the supplier's salesperson is posi- 
tively related to frequent business contact. 

Нуу: Buying firm trust in the supplier's salesperson is posi- 
tively related to frequent social contact. 

Нуз: Buying firm trust in the supplier's salesperson is роѕі- 
tively related to length of time the salesperson has called 
on the buying firm. 


Relationship Between Trust in the Supplier and 
Trust in the Salesperson 


In industrial markets, a salesperson's behavior is partially 
attributable to the supplier firm's culture, reward systems, 
and training programs. Buying firms assume that the sales- 
person's behavior reflects the supplier's values and attitudes. 
Therefore, when a customer has limited experience with the 
supplier firm, trust of the firm can be inferred on the basis of 
perceptions of the salesperson's trustworthiness. Essentially, 
the customer's trust in the salesperson transfers to the sup- 
plier firm. 

The transference process should operate in both direc- 
tions. According to Strub and Priest (1976), trust is trans- 
ferred from the better-known party to a closely associated 
but less well-known group or individual. This suggests that 
previous interactions with the supplier firm and other mem- 
bers of its sales force (more well-known parties) provide a 
basis for inferring the extent to which a current (new or less 
well-known) salesperson can be trusted. Therefore, we 
hypothesize a reciprocal causal relationship between the two 
targets of trust, whereby trust in the supplier's salesperson 
leads to trust in the supplier firm and vice versa. 


Ніз Buying firm trust in the salesperson is positively related 
to buying firm trust in the supplier firm. 

Ну: Buying firm trust іп the supplier firm is positively related 
to buying firm trust in the salesperson 


Consequences of Trust 


Role of trust in supplier selection. Relatively little 
research examines the role of trust in supplier selection deci- 
sions. The only example we found was in a consumer tele- 
marketing context (Milliman and Fugate 1988). Conversely, 
a relatively large body of work in social psychology sug- 
gests that source credibility has important links to trust and 
purchase decision making. Source credibility is the extent to 
which a communicator is perceived to be a source of valid 
assertions (1.е., credible), and the degree of confidence in the 
communicator's intent to communicate the assertions he or 
she considers most valid (i.e., benevolent). Other research 
shows that the extent to which the source is seen as inter- 
ested in the target's best interests, as opposed to their own 
(1.е., appears benevolent), also enhances persuasion (Choo 
1964). Therefore, supplier firms and salespeople deemed to 
be trustworthy (credible and benevolent) will be considered 
credible sources. Because credibility enhances persuasion, 
trusted suppliers and salespeople should be more successful 
in favorably influencing the supplier selection decision than 
should less trustworthy suppliers and salespeople. This pre- 
diction is supported by the fact that highly trusted sources 
induce more positive attitudes toward the ideas they advo- 
cate than do less trustworthy sources (Kelman and Hovland 
1953). 


Hs: Buying firm trust in a supplier firm is positively related to 
the buying firm's selection of that supplier in a particular 
buying decision. 

Нв: Buying firm trust in a supplier's salesperson is positively 
related to the buying firm's selection of that supplier in a 
particular buying decision. 


Role of Trust in Future Purchase Intentions 


The proposed link between trust in the selling firm and the 
buyer's future purchase intentions also reflects that buyers 
can rely on the integrity of suppliers they trust: The supplier 
will not knowingly act contrary to the buyer's best interests. 
According to Ganesan (1994), trust is a necessary ingredient 
for long-term orientation because it shifts the focus to future 
conditions. Empirical evidence supports the notion that trust 
of the selling firm is central to a buyer's intention to con- 
tinue the exchange relationship. Morgan and Hunt (1994) 
demonstrate a negative relationship between trust and 
propensity to leave, which is defined as the perceived likeli- 
hood that a partner will terminate the relationship in the near 
future. Anderson and Weitz (1989) find evidence that trust is 
key to maintaining continuity in conventional channel rela- 
tionships. Therefore, we propose the following: 


Hız: Buying firm trust in a supplier firm is positively related to 
the buying firm's anticipation of future interaction with 
the supplier. 


We do not hypothesize a direct relationship between 
trust of the salesperson and anticipated future interaction 
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with the supplier firm. Because salespeople frequently 
change employers and territories, long-term intentions are 
driven primarily by expectations about the supplier firm. 
This is not to suggest that the salesperson is not important in 
the buyer's future intentions but rather that the effects of 
salesperson trust operate indirectly through supplier firm 
trust. 


Control Variables 


Although we focus on the influence of supplier and sales- 
person trust on current supplier selection decisions and 
anticipated future interactions with the supplier, previous 
research suggests that several other variables affect indus- 
trial buying decisions. Controlling for such variables pro- 
vides a stronger test of the theory developed in our model. 


Supplier performance. Considerable empirical and anec- 
dotal evidence suggests that the primary criteria for current 
supplier selection decisions and future purchase intentions 
involve a supplier's performance. Our review of the organi- 
zational buying literature revealed three aspects of supplier 
performance that consistently emerged as central to the buy- 
ing firm's evaluation of a supplier's product offering: (1) 
delivery performance, (2) relative price/cost, and (3) prod- 
uct/service performance (cf. Lehmann and O'Shaugnessy 
1974; Wilson 1994). Performance on these dimensions can 
change from transaction to transaction as suppliers respond 
to competitive conditions and supply capabilities. There- 
fore, the performance measures focus on the supplier's 
product offering relative to competitors' for the focal pur- 
chase. We control for the effects of supplier performance on 
the buying firm's current purchase choice and anticipated 
future interaction. 


Purchase experience with vendor. Many business pur- 
chases represent rebuy and modified rebuy situations. Fur- 
thermore, many firms have reduced their supplier bases and 
tend to do business with a limited set of suppliers. Because 
a buying firm might be partial to a supplier with which it has 
more purchasing experience, we control for the effects of 
prior experience on current purchase choice and anticipated 
future interaction. 


Purchase choice. А decision to select or not select the 
focal supplier to supply current needs might influence a buy- 
ing firm's long-term intentions with respect to that supplier. 
Therefore, we control for the effects of current purchase 
choice on anticipated future interaction. 


Method 
Sample and Data Collection 


Data on a recent purchase were collected from a sample of 
firms involved in industrial manufacturing, specifically 
firms in Standard Industrial Classification codes 33—37. 
Although the sample firms purchased a variety of products, 
limiting the sample enabled us to develop more grounded 
measures. The sample frame comprised 678 members of the 
National Association of Purchasing Management. А three- 
wave mailing that was based on Dillman's (1978) recom- 
mendations was employed: (1) the entire sample was mailed 
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a questionnaire and letter requesting their participation; (2) 
one week later a reminder post card was mailed; and (3) 
three weeks after the initial mailing, nonrespondents were 
sent another letter and questionnaire. A total of 21 mailings 
were returned because of bad addresses or respondents no 
longer involved in purchasing decisions. This process 
yielded 210 completed questionnaires (a 3196 response 
rate). 

Three items at the end of the instrument assessed 
respondents' (1) involvement in the purchase decision, (2) 
influence over the purchase decision, and (3) confidence in 
their ability to answer the survey questions. One respondent 
indicated a low level of confidence and was removed from 
the sample. Remaining responses were uniformly high, with 
mean ratings (on a seven-point scale) of 6.4, 6.1, and 6.4, 
respectively. 

As previously noted, purchase decisions must involve 
some level of risk for trust to be operative. In industrial buy- 
ing, modified rebuy and new task situations involve more 
risk and uncertainty for the buying firm. Therefore, respon- 
dents were asked to identify “а specific purchase decision in 
which you have recently been involved ... where more than 
one supplier was seriously considered." The questionnaire 
then directed respondents to write the names or initials of 
two suppliers their company considered for the purchase. 
After answering a series of measures regarding the purchase 
situation and supply market, half of the respondents were 
asked to reply to remaining questions with respect to the 
“first supplier" they identified, and the other half reported on 
the "second supplier" The objective was to ensure variance 
on one of the dependent variables, current purchase choice. 
The process was successful in that respect, with 4296 of 
respondents reporting on a supplier they did not select for 
the focal purchase. Later in the questionnaire, respondents 
were directed to indicate the name or initials of the sup- 
plier's salesperson with whom their firm had the most con- 
tact. Respondents then replied to a series of measures 
involving this salesperson. Respondents were asked to 
answer all survey questions on behalf of their firm. 


Characteristics of the sample and purchase decision. 
Respondents were primarily male (76%) and averaged 15 
years’ purchasing experience. The suppliers’ primary busi- 
ness was most frequently listed as manufacturing (62%) or 
distribution (30%). Few suppliers were strangers to the 
buying firms; buying firms averaged 11 years’ contact with 
the focal supplier and 5.5 years with its sales representative. 
These values were not significantly different (p < .05) 
across “selected” and “unselected” suppliers. Across all 
suppliers, buying firms reported that 65% had been used 
“many times” in the past, 23% had been used “a few times,” 
and 12% had never been used before. In 24% of the sam- 
ple, purchases were made from more than one supplier. Use 
of a competitive bidding process was reported in 94% of 
purchase situations. 


Nonresponse bias. We assessed potential nonresponse 
bias by comparing early versus late respondents. More than 
half (55%) of the completed questionnaires were returned 
in response to the final mailing. Early and late respondents 
were compared on several dimensions: characteristics of 


the respondents (gender and purchasing experience), pur- 
chase situation (number of people from the buying firm 
involved in the decision), and supplier relationship (age of 
the relationship with the supplier and whether the focal 
supplier was selected for this purchase). That there were no 
statistically significant differences across early and late 
respondents suggests that nonresponse bias is not a serious 
concern. 


Measure Development and Validation 


We developed measures following standard psychometric 
scale development procedures (Anderson and Gerbing 
1988; Bagozzi and Phillips 1982). We generated multi-item 
scales on the basis of previous measures, a review of the rel- 
evant literature, and interviews with marketing and purchas- 
ing personnel. Statistical procedures used to validate mea- 
sures included assessment of item and scale reliability, uni- 
dimensionality, and convergent and discriminant validity. 
We assessed psychometric properties of the final measures 
by means of confirmatory factor analysis procedures using 
LISREL VIII (Jóreskog and Sórbom 1993), as well as tradi- 
tional methods (i.e., exploratory factor analysis, coefficient 
alpha, and adjusted item-to-total correlations). 

Given the large number of constructs and measures 
employed in this study, the literature on confirmatory factor 
analysis suggests assessing scales by examining smaller 
confirmatory factor models (cf. Bentler and Chou 1987). 
Therefore, we based measure analyses on groupings of 
related sets of measures: (1) measures of supplier trust, its 
antecedents and outcomes, and control variables and (2) 
measures of salesperson trust and its antecedents. Before 
discussing measure analysis results, we provide a more 
detailed discussion of the trust measures. 


Trust measures. Although analysis of these data provide 
evidence of discrimination between the two targets of trust 
(the salesperson and the supplier firm), the results were less 
compelling with respect to discriminating between the two 
dimensions of trust for each target. Assessment of the sup- 
plier firm and salesperson trust measures raised questions 
about discriminant validity between the two underlying 
dimensions of trust, credibility and benevolence. Although 
other researchers find evidence of discriminant validity, 
these two dimensions of trust are highly correlated (see also 
Ganesan 1994; Kumar, Scheer, and Steenkamp 1995). 
Although credibility and benevolence could be conceptu- 
ally distinct, in business relationships such as those studied 
here, they may be so intertwined that in practice they are 
operationally inseparable. Therefore, we treat trust of the 
salesperson and trust of the selling firm as unidimensional 
constructs. In both cases, final measures of trust include 
items that tap the credibility and benevolence aspects of 
trust, along with some global measures of trust. Results of 
these operationalizations and further assessment of all mea- 
sures are reported subsequently. (In Appendices A and B, 
we report all measures used for this study and key summary 
statistics.) 


Trust of the supplier firm, its antecedents and outcomes, 
and controls. Measures of supplier firm trust were devel- 
oped to accommodate the industrial buyer-supplier context 


of this research. Items were generated on the basis of inter- 
views with marketing and purchasing personnel. The mea- 
sure of supplier firm trust exhibits high reliability (а = .94). 
We also developed new scales to measure the selling firm's 
size, reputation, and confidential information sharing, and 
the buying firm's anticipated future interaction with the sell- 
ing firm. These measures exhibit good reliability, with the 
lowest values of coefficient alpha being .78 for confidential 
information sharing and supplier reputation. 

Age of the supplier relationship was measured using a 
single item that asked how long the supplier firm had been 
in contact with the buying firm. Purchase choice was mea- 
sured with a yes/no response to whether the buying firm had 
chosen this supplier for the focal purchase. 

We developed the measure of a supplier's willingness to 
customize its products and services for the buying firm as a 
formative scale (Bollen and Lennox 1991) that identified 
five ways a supplier could make changes specific to the 
needs of the buying firm. As with all formative scales used 
in this study, the items were averaged to form a single index 
before being incorporated into the confirmatory factor 
analysis model. For purposes of identifying the factor mod- 
els, reliability for all formative scales was assumed to be .85. 

We evaluated the measures further through confirmatory 
factor analysis procedures. Although the chi-square statistic 
was statistically significant (20011) = 444; р < .01), this is 
not unusual with large sample sizes. The goodness of fit 
index (GFI), comparative fit index (CFI; Bentler 1990), and 
incremental fit index (IFI; Bollen 1989) were .89, .93, and 
.93, respectively. Together, the results suggest that these data 
provide a reasonable fit with the hypothesized measurement 
model. 

We used three methods for assessing discriminant valid- 
ity. First, we conducted exploratory factor analyses using 
both orthogonal and oblique rotations to ensure high load- 
ings on hypothesized factors and low cross-loadings. Next, 
we constructed a 95% confidence interval around the esti- 
mates of correlations between the latent constructs. Finally, 
a series of nested confirmatory factor model comparisons 
assessed whether differences existed when correlations 
between the latent constructs were constrained to 1.0. With 
one exception, all three tests provided evidence of discrimi- 
nant validity between each pair of constructs in the set. The 
exploratory factor analysis indicated high cross-loadings 
between the measures of selling firm trust and supplier rep- 
utation. Because of the lack of strong evidence of discrimi- 
nant validity, the reputation construct was removed from 
further analysis. 

We used two methods for assessing convergent validity. 
The LISREL estimates of paths from individual items to 
latent factors were all statistically significant (p < .01), with 
parameter estimates 10 to 20 times as large as the standard 
errors. Moreover, results of the exploratory factor analysis 
showed that each item loaded highly on its hypothesized 
factor, with no high cross-loadings. 


Trust of the salesperson and its antecedents. We adapted 
measures of salesperson trust to the industrial buying con- 
text of this research. The seven-item scale of salesperson 
trust exhibits high reliability (0 = .90). 
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Seven constructs are hypothesized to influence the buy- 
ing firm's trust of a supplier's salesperson. Because little 
empirical research has examined these factors in an indus- 
trial buying context, we developed new scales for these 
antecedents. [tems were generated using interviews with 
marketing and purchasing personnel. Because most of the 
antecedent factors are relatively narrowly defined con- 
structs, we used three-item scales to capture the relevant 
facets of each construct. These reflective measures exhibited 
good reliability, with coefficient alpha values ranging from 
79 for salesperson expertise to .90 for salesperson power, 
likability, and similarity. 

We developed the measure of social interaction as a for- 
mative scale, listing seven types of social interaction typi- 
cally encountered in business marketing. Respondents were 
asked about the frequency of each form of social interaction 
between members of their firm and the focal salesperson. А 
single item asked respondents how long the focal salesper- 
son had called on their company. We performed a log trans- 
formation to attenuate skewness in this measure. 

The chi-square statistic for the confirmatory factor 
analysis model was statistically significant (72221) = 549; p 
« .01), but ће GFI = .84, CFI = .93, and IFI = .93 were 
within acceptable standards. We assessed convergent and 
discriminant validity using the methods described previ- 
ously, with good evidence that measures were valid on these 
dimensions. 

Finally, additional tests of discriminant validity were 
conducted to ensure that highly correlated items across the 
two sets of measures were unique. For example, we might 
expect concern with respect to discriminant validity between 
trust of a salesperson and trust of a supplier firm. The test of 
nested models provided evidence that these two latent con- 
structs were discriminant (24) = 73; р < .01). In sum- 
mary, across several analytical procedures, measures 
demonstrated the sound psychometric properties required to 
test research hypotheses. 


Results 


We estimated the system of equations using two methods. 
The dichotomous dependent variable (supplier 
selected/not selected) necessitated the use of logistic 
regression. We estimated the three remaining equations 
simultaneously using three-stage least squares regression. 
This method not only is efficient but also allows for corre- 
lated errors across dependent variables, which can be 
expected with the two measures of trust. Because of the 
expected high correlation among the predictors, we per- 
formed tests of multicollinearity (i.e., Belsley, Kuh, and 
Welsh 1980) before we estimated the models. However, 
these tests provided no indication that collinearity was a 
concern. 

The three-stage least squares regression model, which 
tests the antecedents to trust and the impact of each target of 
trust on anticipated future interaction, reports a system- 
weighted R-squared of .65. This finding shows that the com- 
prehensive model explains a large part of the variance in the 
endogenous variables. The logistic regression model shows 
a good fit, because the likelihood ratio goodness-of-fit test is 
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nonsignificant (201 d.f. = 192.49; p = .65). The model cor- 
rectly classifies 86% of the observations (58% of the suppli- 
ers were selected in the sample). However, these results 
overestimate the true “hit rate” because the same data were 
used in model estimation and validation. We report results of 
the two models in Tables 2 and 3 and describe them in the 
following sections. 


Antecedents of Trust 


Three of the five hypotheses tested regarding antecedents to 
supplier trust are supported by these data. As expected, sup- 
plier size (b = .09; p < .01) and the supplier's willingness to 
customize (b = .21; p < .01) have a positive impact on buy- 
ing firm trust. However, the supplier’s willingness to share 
confidential information (b = .06) and length of the rela- 
tionship (b = .00) are unrelated to buying firm trust of the 
supplier firm. Finally, trust of the supplier’s salesperson has 
a positive effect on trust of the selling firm (b = .77; p < 
01). 

Two personal characteristics of the salesperson were 
expected to influence buyer trust. As predicted, salesperson 
expertise (b = .17; p < .01) has a positive effect on the buy- 
ing firm's trust of the salesperson. However, the extent to 
which the buying firm perceives the salesperson to be pow- 
erful is not related to salesperson trust (b = —.03). 

Three characteristics of the relationship between the 
buying firm and the supplier's salesperson had statistically 
significant effects on trust of the salesperson. The extent to 
which the salesperson is perceived to be likable (b — .20; p 
< .01) and similar to members of the buying firm (6 = .09; p 
« .05) has a positive impact on the buying firm's trust of the 
salesperson. Also as expected, frequency of business contact 
with the salesperson positively influences the buying firm's 
trust of the salesperson (b = 12; p « .05). However, fre- 
quency of social interaction with the salesperson (b = —.04) 
and length of time the salesperson called on the buying firm 
(b = —06) were unrelated to the buying firm's trust of the 
salesperson. Finally, the buying firm's trust of the supplier 
firm has a positive effect on its trust of the salesperson (b = 
.52; p « 01). 


Consequences of Trust 


We report results of the logistic regression used to test 
hypotheses regarding purchase choice in Table 3. The non- 
significant parameter estimates for trust of the supplier 
firm (b = .11) and trust of the salesperson (b = –.13) show 
that neither target of trust influences purchase choice when 
controlling for past purchase experience, supplier delivery 
performance, relative price/cost, and product/service per- 
formance. This is not to say that trust is unimportant. Com- 
paring the means of selling firm trust and salesperson trust 
between selected and unselected suppliers, we find that 
selected suppliers and their salespeople were more trusted 
than those not chosen (t = 6.13, p < .01; t = 4.70, p < .01, 
respectively). However, though trust levels differ between 
selected and unselected suppliers, trust does not explain 
any additional variance in purchase choice after control- 
ling for previous experience with the supplier and supplier 
performance. 


The results reported in the last column of Table 2 indi- 
cate that after controlling for the .three dimensions of per- 
formance (none of which was statistically significant), past 
purchase experience (b = .29; p « .01), and current purchase 
choice (b = .20; p < .01), trust of the selling firm plays an 
important role in anticipated future interaction with the sup- 
plier (b = .31; p « .01). We discuss the implications of these 
findings in the following section. 


Discussion 


Our results confirm that buying firms develop trust in both 
the supplier firm and the supplier’s salesperson. Of particu- 
lar interest, we find that current supplier selection is not 
influenced by trust of the supplier firm or its salesperson. In 
the industrial buying context of this study, the key criteria 
for supplier selection are delivery performance and relative 
price/cost. However, trust of the supplier firm and trust of 
the salesperson (operating indirectly through supplier firm 
trust) do increase the likelihood that buyers anticipate doing 
business with the supplier firm in the future. Taken together, 
these findings indicate the extent to which trust influences 
long-term relationships (i.e., trust's role in relationship mar- 
keting as opposed to transactional marketing). We discuss 
our results, and their implications for marketing theory and 
practice, subsequently. 


Trust Development Processes 


Although our results suggest that trust of the salesperson can 
be transferred to the supplier firm and vice versa, the 
processes by which trust develops appear to differ when the 
target is an organization—a collection of people responsible 


TABLE 3 
Results of Maximum Likelihood Logistic 


Regression on Purchase Choice 
REESE А MD He lt NR ти 


Independent Varlables Purchase Choice 


Trust of supplier firm 11 
Trust of salesperson —.13 
Delivery performance „Ата 
Relative price/cost .55a 
Product/service performance 11 
Purchase experience with supplier .02 


Positive parameter estimates indicate greater likelihood of choosing 
supplier. 

Standardized parameter estimates reported. 

Likelihood ratio with 201 d.f. = 192.49; p= 65. 

Probability of chi-square: р < .01. 


for large segments of customers, as opposed to an individual 
salesperson responsible for the needs of individual cus- 
tomers in his or her territory. Although not exclusive to 
either target, our theory and results suggest that the calcula- 
tive process of building trust could be applied more readily 
to supplier firms than salespeople. In addition to transferring 
trust from salespeople, buyers appeared to form trust in sell- 
ing firms on the basis of characteristics of the firm (e.g., 
size) and actual behaviors (e.g., investing in customer-spe- 
cific assets). Together, such characteristics and behaviors 
provide the buyer with an indication that acting in an 
untrustworthy (or opportunistic) way would be costly for the 
supplier. For example, a supplier that fails to deliver a criti- 
cal product on time, beyond paying a penalty, could lose a 
valuable customer and jeopardize its stature in the industry. 


TABLE 2 


Results of Three-Stage Least Squares Estimation 
en 


Independent Мапаб!ев 


Supplier firm size 

Supplier firm willingness to customize 
Supplier firm confidential information sharing 
Length of relationship with supplier firm! 
Trust of salesperson 

Salesperson expertise 

Salesperson power 

Salesperson likability 

Salesperson similanty 

Frequent business contact with salesperson 
Frequent social contact with salesperson 
Length of relationship with salesperson! 
Trust of supplier firm 

Delivery performance 

Relative price/cost 

Product/service performance 

Purchase experience with supplier 
Purchase choice 


System Weighted R-squared = .65. 
Standardized parameter estimates reported. 
Natural log taken of this variable. 

ap « .01. 

bp < .05 (all hypothesis tests one-tailed). 


Dependent Variables 
Trust of Trust of Anticipated 
Supplier Firm Salesperson Future interaction 
у „ода 
.21a 
.06 
.00 
.778 
.17a 
—.03 
.208 
.09b 
.12b 
—.04 
–.06 
.52a „зла 
12 
.07 
.01 
.29a 
.208 


Trust in Buyer-Seller Relationships / 45 


If buying organizations assume that suppliers develop poli- 
cies designed to maximize shareholder wealth, predictions 
of trustworthy behavior emerge primarily from calculating 
the effects of particular policies on firm performance. 

Inferring the costs and benefits that accrue to individual 
salespeople is likely to be more difficult. Although supplier 
firms develop policies that are based on treating groups of 
customers in a similar manner, salespeople have a narrower 
“span of surveillance” that lets them adapt their messages 
and selling style to individual customer needs (Cespedes 
1995). This gives salespeople the chance to show buyers 
that they are expert and likable and share values consistent 
with the customer's employees. In other words, unlike sup- 
plier firms, salespeople can demonstrate more easily pre- 
"dictable behaviors and benevolent intentions through cus- 
tomized interpersonal interaction with the customer. There- 
fore, it appears that the processes of prediction and inten- 
tionality are more likely to be invoked in developing trust 
of a salesperson. 

The implications of these different routes to trust are 
important. Lewicki and Bunker (1995) propose that there are 
different levels of trusting relationships. Relationships built 
on calculative trust are at the lowest and most fragile level. 
The highest levels of trusting relationships are based on 
internalizing the other's desires and intentions—where trust 
emerges through the process of intentionality. Trust built on 
closely identifying with the partner is more flexible to 
changing conditions and a more difficult bond to break than 
is calculative trust (Lewicki and Bunker 1995). This sug- 
gests that the interpersonal trust engendered by salespeople 
and transferred to the supplier firm plays a key role in devel- 
oping and maintaining enduring buyer-seller relationships. 


Consequences of Trust 


Our findings that trust of the salesperson and supplier firm 
were not related to current supplier choice are contrary to 
our predictions and those of prior research (cf. Milliman and 
Fugate 1988). Although trust is higher for selected suppliers 
than for those not selected, our results suggest that aspects 
of the marketing mix—price and reliable delivery—actually 
make the sale. These findings could reflect the fact that pro- 
fessional buyers are trained to focus on objective evidence 
that demonstrates the superiority of the product offering, 
rather than on subjective assessments of trust. For example, 
“buyers currently are taught to carefully evaluate long-term 
total costs associated with dealing with a particular sup- 
plier” (Hutt and Speh 1995, p. 43). The fact that 94% of the 
purchases evaluated in our study involved competitive bid- 
ding indicates a formalization of the supplier selection 
process, which could mitigate the effects of trust—particu- 
larly because more objective criteria (price and delivery 
capability) were significantly related to choice and more 
subjective criteria (product/service performance and trust) 
were not. 

Therefore, it appears that trust operates as an “order 
qualifier,” not an “огдег winner.” Order qualifiers are “those 
criteria that a company must meet for a customer to even 
consider it as a possible supplier,’ whereas order winners are 
“those criteria that win the order’ (Hill 1994, p. 33). In 
industrial markets, some suggest that product quality now 
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could be an order qualifier for many purchase decisions 
(Dertouzos, Lester, and Solow 1989). To even be included in 
a buying firm's consideration set, suppliers must provide the 
requisite level of product quality. Our results suggest that 
like quality, trust could be required just to enter into a cus- 
tomer's consideration set. This contention is supported by 
the fact that mean scores for trust of the salesperson and sup- 
plier firm (whether chosen or not) were 5.54 and 5.30, 
respectively, on a seven-point scale. These findings suggest 
that firms focusing solely on providing the lowest-cost prod- 
uct on a timely basis could find they are not even considered 
by the buying firm if they have not established a trusting 
relationship. 

Our results also indicate that trust of the supplier firm 
and trust of the salesperson (operating indirectly through 
trust of the supplier) are related to anticipated future inter- 
action. These findings have several implications for supplier 
firms. First, the importance of trust in future intentions indi- 
cates that trust is a criterion buyers use to evaluate suppliers. 
Second, developing trusting relationships represents an 
investment with a long-term payoff. Finally, because trust in 
the salesperson operates through the supplier firm, the sales- 
person's primary role in implementing a relationship mar- 
keting strategy could be to institutionalize trust in the sup- 
plier firm. 


Theoretical Implications 


These findings suggest several important avenues for the 
role of trust in theories of industrial buying and buyer-seller 
relationships. First, the framework provided by the five 
trust-building processes gives new theoretical insight into 
how trust is generated. Although our research does not test 
the existence of these processes, it provides a theoretical 
foundation for understanding how trust develops. 

А second contribution of this research emerges from the 
inclusion of two targets of trust in the same study. The the- 
oretical development and results suggest that the processes 
by which trust is engendered differ between salespeople and 
their employers. Although only trust of the supplier firm 
directly influences future purchase intentions, trust of the 
salesperson is an important factor in building trust of the 
supplier firm. 

A third contribution to theory emerges from the rela- 
tively large number of relationships considered in this 
research. Previous empirical research has not involved test- 
ing the effects of supplier size, confidential information 
sharing, perceived salesperson power, or the reciprocal 
effects of salesperson and supplier firm trust. Furthermore, 
previous research has not involved examining trust’s role in 
purchase choice. Only by understanding the broader nomo- 
logical network surrounding trust will we be able to under- 
stand better how to build and maintain trusting business 
relationships. 

Finally, the study extends other research in the area of 
trust by exploring its role in a new context. Some of our 
results confirm previous empirical research—though others 
(notably the lack of a link between length of the relationship 
and trust) are contrary to prior findings. Previous empirical 
research primarily has been conducted in channels of distri- 
bution (Anderson and Weitz 1989; Ganesan 1994; Kumar, 


Scheer, and Steenkamp 1995; Morgan and Hunt 1994) or 
service settings (Crosby, Evans, and Cowles 1990; Moor- 
man, Deshpandé, and Zaltman 1993; Moorman, Zaltman, 
and Deshpandé 1992)—contexts that differ from the indus- 
trial buying setting of the current study. Compared with 
channel relationships, industrial markets tend to involve 
only moderate levels of dependence, and the role of the 
salesperson is less critical. Conversely, in service settings 
dependence could be low and the service provider or sales- 
person is often key (Crosby, Evans, and Cowles 1990; 
Moorman, Deshpandé, and Zaltman 1993; Moorman, Zalt- 
man, and Deshpandé 1992). Together the resuits of this and 
previous research suggest that the selling situation could 
moderate the development and influence of trust. 


Managerial Implications 


One of the key findings of this research is that trust of a sup- 
plier firm is positively related to the likelihood that buyers 
plan to do business with suppliers in the future. This associ- 
ation emerges despite controls for supplier performance, 
past experience with the supplier, and the current supplier 
selection decision. Apparently, buying firms value trusted 
suppliers and consider trust an important prerequisite for 
building long-term relationships. A major determinant of 
future business opportunity is the extent to which customers 
trust the selling firm, so suppliers should engage in trust- 
enhancing activities. 

The results, and the processes that build trust, provide 
insights into the direction such efforts might take. For exam- 
ple, our findings suggest that buyers rely on supplier firm 
characteristics such as size to assess a supplier firm's trust- 
worthiness. Buyers could bestow trust through a calculative 
process by determining that large suppliers have а lot to lose 
by acting in an untrustworthy way. Therefore, it is important 
for suppliers to manage customer perceptions of firm size— 
perhaps through image-enhancing techniques such as adver- 
tising and publicity. Buyers also could use size as a basis for 
transferring trust to unknown or untried suppliers, relying on 
the experience of others. This suggests that marketers 
should emphasize customer satisfaction, perhaps including 
testimonials in their marketing communications. 

The findings also suggest that buyers who perceived that 
suppliers are willing to make idiosyncratic investments 
judged their partners to be trustworthy. Although customer- 
specific adaptations imply costs for the seller, our findings 
suggest that these are investments that tie the firms together 
in strong buyer—supplier relationships. Because such invest- 
ments contribute to forging strong buyer trust in the selling 
firm, they can be expected to pay off in the long run. 

In addition, the results indicate that a buyer’s trust in a 
supplier firm is based, in part, on encounters with the sup- 
plier’s salesperson. Therefore, the company should teach its 
salespeople how to develop trust (cf. Doyle and Roth 1992). 
Managers could use our results, and the trust-building 
processes, to guide their training efforts. For example, 
through the process of intentionality, buyers attribute 
benevolent motives to those they like or perceive as similar 
to themselves. Similarity and likability also can bolster the 
buyer’s confidence in predicting the supplier’s future 
behavior. Salespeople might be taught to exhibit likability 


by being friendly and making efficient use of the cus- 
tomer’s time. To project similarity, salespeople probably 
should establish common ground with the buyer. These 
antecedents to trust can be taught by means of formal lec- 
tures or role-playing exercises. When these skills have been 
mastered, managers should place salespeople with accounts 
where they will be well liked and perceived as similar to 
their customers. 

Salespeople also must master the technical skills neces- 
загу to convey expertise with respect to their products. Buy- 
ers trust salespeople they perceive to be expert, perhaps 
because they think expert salespeople can deliver on their 
promises. Moreover, salespeople should contact customers 
often, because study results show that frequent contact plays 
a central role in developing trust. Finally, salespeople should 
be rewarded for such trust-building behaviors, because they 
strengthen the link between the buying firm and the supplier. 


Limitations and Further Research 


The choice of research design forced certain trade-offs that 
could limit the findings. First, though the five trust-building 
processes provide a theoretical foundation for research 
hypotheses, the current study does not directly measure 
these processes. Further research employing alternative 
methods could address this limitation usefully. Second, 
though our conceptual model suggests several important 
antecedents and outcomes of trust, other variables could 
have been omitted. For example, buyers could bestow trust 
on the supplier firm on the basis of its capabilities—for 
example, through assessment of the supplier’s past perfor- 
mance. Our decision to examine purchase choice meant that 
some buyers would not have had previous experience with 
the focal supplier, a fact that precluded measuring past per- 
formance in the current study. Additional research could 
involve examining a broader spectrum of antecedents and 
outcomes of trust. 

A third research design issue—the decision to ask 
respondents to identify a recent purchase for which more 
than one supplier was considered seriously—undoubtedly 
resulted in a truncation in the range of trust examined. This 
approach was necessary because a certain amount of ambi- 
guity must exist in the decision context for trust to be oper- 
ative. The fact that buyers reported the use of a competitive 
bidding process in 94% of purchase situations suggests that 
buyers could have identified two suppliers that were finalists 
in a bidding competition. This, combined with the fact that 
65% of the suppliers had been used many times before, sug- 
gests that even suppliers not selected for the current pur- 
chase decision were highly trusted. However, the current 
trend toward closer collaboration between buyers and sup- 
pliers suggests that a supplier firm must be trusted to be 
included in the buyer’s consideration set. Therefore, the 
study design realistically portrays the situation facing indus- 
trial buyers and suppliers. 

It is important to note that our findings may not general- 
ize to dissimilar cultures. For example, in the United States, 
concerns about conflict of interest and unethical behavior 
arise when personal relationships develop (Schuster and 
Copeland 1996). Researchers in the future should examine 
the role national culture plays in buyer-seller relationships 
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and buyer-salesperson encounters. As firms expand their 
businesses beyond national borders, studies that involve 
examining how antecedents and outcomes of trust differ 
across cultures should prove useful to marketing managers. 
Finally, we need to know more about how trust develops 
over time and whether the processes that foster trust at the out- 
set of a relationship are the same as those that maintain it in 
later stages. Further research using a longitudinal design could 
address these questions and provide for stronger inferences 
about the directions of causality posited here. By understand- 
ing the dynamics of trust, we can obtain a greater understand- 
ing of how business relationships change, grow, and decline. 


Conclusion 


Supplier firms must make significant investments to develop 
and maintain customer trust. For suppliers, the value of such 
efforts is most apparent when high levels of buyer trust lead 
to more favorable purchasing outcomes for the supplier. Our 
results suggest that though the process of building customer 
trust is expensive, time-consuming, and complex, its out- 
come in terms of forging strong buyer-seller bonds and 
enhanced loyalty could be critically important to supplier 
firms. E 


APPENDIX A 
Measures and Key Summary Statistics for Supplier Firm Trust and Its Antecedents, 
| Outcomes, and Control Varlables 


ААА 


Scale Мате [Response Cue!] (Scale Mean and Standard Deviation) and Individual Items 


Supplier Firm Reputation (5.78; 1.11) 
This supplier has a reputation for being honest. 
This supplier is known to be concerned about customers. 
This supplier has a bad reputation in the market. (R) 


Supplier Firm Size (3.98; 1.71) 
This supplier is a very large company. 


This supplier is the industry's biggest supplier of this product. 


This supplier is a small player in the market. (R) 


Scale 
Reliability 


Supplier Firm Willingness to Customize for Buyer [not at all-very much] (4.48; 1.47) n/a? 


Just for us this supplier is willing to customize its products. 


Just for us this supplier is willing to change its production process. 
Just for us this supplier is willing to change its inventory procedures. 
Just for us this supplier is willing to change its delivery procedures. 
Just for us this supplier is willing to invest in tools and equipment. 


Supplier Firm Confidential Information Sharing (3.90; 1.66) 


This supplier shares proprietary information with our firm. 
This supplier will share confidential information to help us. 


а = .78 


Length of Relatlonship With Supplier Flrm [ years & ___ months] (10.67; 9.92) n/a 
About how long has your company had contact with this supplier? 


Trust of Supplier Firm (5.30; 1.20) 
This supplier keeps promises it makes to our firm. 
This supplier is not always honest with us. (R) 
We believe the information that this vendor provides us. 


This supplier is genuinely concerned that our business succeeds. 
When making important decisions, this supplier considers our welfare as well as its own. 


We trust this vendor keeps our best interests in mind. 

This supplier is trustworthy. 

We find it necessary to be cautious with this supplier. (R) 
Purchase Choice [yes or no] (.58; .49) 

For this purchase, did your firm buy from this supplier? 


Anticipated Future Interaction [very little chance—definitely will use] (5.66; 1.85) 


n/a 


а. = .95 


How likely is it that your firm will make а purchase from this supplier during the next 3 years? 
How likely is it that your firm will make a purchase from this supplier during the next year? 


Delivery Performance [How did this supplier compare with others on each of these criteria? 
(much worse than others-equal to others-much better than others)] (4.68; 1.24) n/a? 


delivery speed 
delivery reliability 
product availability 


Relative Price/Cost [How did this supplier compare with others on each of these criteria? 
(much worse than others—equa! to others—much better than others)] (4.56; 1.33) n/a? 


price 
total cost 
terms of sale 
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Product/Service Performance [How did this supplier compare with others on each of these cnteria? 
(much worse than others-equal to others-much better than others)] (4.79; .99) n/a? 
product/service features 
product/service quality 
product/service reliability 
technical support 
after sale service and support 


Purchase Experience with Supplier [Has your firm made purchases from this supplier in the past? 
(yes, many times—yes, a few times-no)] (1.53; .69) ra 


Fit Statistics. chi square with 211 d.f. = 444.13 (p < .01); GFI = .88; CFI = .93, IFI = 93. 
'Unless otherwise noted, response cues for all scales are Strongly agree—strongly disagree. 
2As a formative scale, coefficient alpha is not арргорпаје for assessing rellability. 

(А) Reverse-scored items. 


APPENDIX B 
Measures and Key Summary Statistics for Salesperson Trust and Its Antecedents 
Scale 

Scale Name [Response Сие!] (Scale Mean and Standard Deviation) and Individual Items Rellability 
eee 
Salesperson Expertise (5.54; 1.08) a=.79 

This salesperson is very knowledgeable. 

This salesperson knows his/her product line very well. 

This salesperson is not an expert. (R) 
Salesperson Power (5.05; 1.22) а = .90 


This salesperson has the clout to get his/her way with the supplier. 
This salesperson is one of this supplier's most important salespeople. 
This salesperson has power in his/her firm. 


Salesperson Likability (5.54; 1.05) а = .90 
This salesperson is friendly. 
This salesperson is always nice to us. 
This salesperson is someone we like to have around. 


Salesperson Similarity (4.47; 1.29) а = .90 
This salesperson shares similar interests with people in our firm. 
This salesperson has values similar to people in our firm. 
This salesperson is very similar to people in our firm. 


Frequent Contact with Salesperson (4.39; 1.45) а. = .85 
This salesperson frequently visits our place of business. 
This salesperson takes a lot of time learning our needs. 
This salesperson spends considerable time getting to know our people. 


Extent of Social Interaction with Salesperson [How often do you and other people from your firm 
interact with this salesperson in these ways? (never—often)] (2.47; 1.01) n/a? 
Meet away from the workplace. 
Talk about family, sports or other personal interests. 
Attend entertainment events (sports, theater etc.) 
Meet over breakfast, lunch or dinner. 
Get together primarily to have fun. 
Talk about common interests besides work. 
Get together with other family members. 


Length of Relationship With Salesperson [ years &. months] (5.56; 4.68) 
About how long has this salesperson called on your company? n/a 


Trust of Salesperson (5.54; 1.18) а = .90 
This salesperson has been frank in dealing with us. 
This salesperson does not make false claims. 
We do not think this salesperson is completely open in dealing with us. (R) 
This salesperson is only concerned about himself/herself. (R) 
This salesperson does not seem to be concerned with our needs (R) 
The people at my firm do not trust this salesperson. (R) 
This salesperson is not trustworthy. (R) 


Fit Statistics: chi square with 221 d.f = 548.72 (p < 01), GFI = .84; CFI = .93; IFI = .93. 
‘Unless otherwise noted, response cues for all scales are strongly agree-strongly disagree. 
?As a formative scale, coefficient alpha ts not appropriate for assessing reliability. 

(R) Reverse-scored items. 
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R. Kenneth Teas and Kay M. Рајап 


The Realms of Scientific Meaning 
Framework for Constructing 
Theoretically Meaningful Nominal 
Definitions of Marketing Concepts 


Nominal definitions of concepts specified in marketing theories are vulnerable to problems involving conceptual 
ambiguity and vagueness when they are defined using natural language systems. The authors present a framework 
that researchers can use to assess the theoretical meaningfulness of conceptual definitions and to improve theo- 
retical meaningfulness using the specification of formal language systems. Although the framework is applicable to 
any conceptual definition, the authors use several consumer expectations and related concepts to demonstrate the 
contribution of this framework to the improvement of conceptual definitions and to the process of theory 


formalization. 


ost of the concepts specified in marketing theories 

are defined using natural language systems. How- 

ever, as noted by several marketing scholars (e.g., 
Bagozzi 1980; Hunt 1991; Zaltman, Pinson, and Angelmar 
1973), natural language systems lack the precision neces- 
sary for developing theoretically meaningful scientific con- 
cepts. Consequently, scientists sometimes respond to the 
problems associated with natural languages by creating arti- 
ficial or formal language systems. As noted by Hunt (1991, 
pp. 154-55): 


Formal language systems differ from natural languages in 
that they identify all of the primitive elements, and they 
develop a complete “dictionary” which shows how all of 
the non-primitive terms are derived from the primitive ele- 
ments. Furthermore, rather than having the loose and con- 
tinually evolving formation rules of natural languages, 
such as English, formal language systems rigorously and 
exhaustively specify the formation rules delineating the 
permissible ways to combine elements to form statements. 


Given the potential value of developing formal language 
systems for marketing theories, an obvious question to ask 
is, Why are most marketing concepts and theories expressed 
using natural language systems? Because a formal language 
system is one important component of a formalized theory,! 
the answer to this question could be related to the broader 


ће formalization of a theory involves a process in which a for- 
malized language is constructed, axiomatized, and interpreted 
(Hunt 1991). 
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question involving why few attempts have been made to 
fully or partially formalize marketing theories. One possible 
explanation is that marketing is a relatively new field of sci- 
entific inquiry that is rapidly evolving; consequently, for- 
malization could inhibit creative theoretical development. 
However, Hunt (1991, p. 163) states, "The bogeyman of pre- 
mature closure should deter no one from the formalization 
of theories, at least to the extent that formalization facilitates 
both theoretical analysis and empirical testing." 

А more plausible explanation for a lack of formalized 
marketing theories is that the process of theory formaliza- 
tion is difficult and few attempts have been made to develop 
frameworks that marketing scholars can use to evaluate and 
formalize marketing theories (for exceptions, see Bagozzi 
1980; Hunt 1991). However, because the language system 
used to express theory is a critical focal point of theory eval- 
uation and formalization processes, a framework that could 
assist this aspect of theory development would be valuable. 
Therefore, the primary purpose of this article is to develop a 
framework that marketing scholars can use to assess the the- 
oretical meaningfulness of conceptual definitions and to 
improve it using the specification of formal language sys- 
tems. According to Bagozzi (1980, p. 117): 


The theoretical meaningfulness of a concept refers to the 
nature and internal consistency of the language used to 
represent the concept. It addresses the formal adequacy of 
the logical and theoretical terms comprising one's theory. 


One set of concepts that has been defined using natural 
language systems is that of consumer expectations. Indeed, 
the importance of consumer expectations to marketing dates 
back three decades when Alderson (1965) identified expec- 
tations as one of three concepts that he considered funda- 
mentally important primitive terms in marketing. Yet, exam- 
ining consumer expectations literature clearly shows not one 
understanding of expectations but many. In fact, several def- 
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initional frameworks for consumer expectations exist, which 
resulted in the proliferation of numerous expectations con- 
cepts. These expectations concepts involve more than sim- 
ply alternative definitions or alternative labels for the same 
concept. Rather, they represent alternative theoretical con- 
cepts that play complementary and/or competing roles in 
marketing theory. For example, expectations concepts have 
been integral to theories of consumer satisfaction (Churchill 
and Surprenant 1982; Oliver 1980) and consumer percep- 
` tions of quality (Zeithaml, Berry, and Parasuraman 1993). 
To date, contributions made by researchers, particularly 
those of Oliver (e.g., Oliver 1977, 1980, 1981), have been 
significant in the development of the disconfirmed expecta- 
tions theory of consumer satisfaction, and numerous 
researchers have offered extensions of the theory and con- 
ducted empirical tests (e.g., Bearden and Teel 1983; 
Cadotte, Woodruff, and Jenkins 1987; Churchill and Sur- 
prenant 1982; Oliver and DeSarbo 1988; Oliver and Swan 
1989; Tse and Wilton 1988; Woodruff, Cadotte, and Jenkins 
1983). 

However, the abundance of consumer expectations defi- 
nitions and theories also has resulted in a quagmire of con- 
cepts that often produce confusion when used and interfere 
with the progress of theoretical development. Consequently, 
for the evolution of consumer expectations concepts to pro- 
ceed, the current body of literature must be critically 
assessed. Although several empirically focused methods for 
this assessment are often used by marketing scholars, such 
as examining the predictive accuracy of conceptual models 
and the measurement validity of the variables specified in 
the models, an important theoretically focused assessment 
method involves an examination of the theoretical meaning- 
fulness of definitional frameworks. Consequently, an addi- 
tional purpose of this research is to use the proposed frame- 
work for the development of theoretically meaningful nom- 
inal definitions to (1) assess the theoretical meaningfulness 
of a set of consumer expectations concepts; (2) on the basis 
of the results of the assessment, develop a preliminary for- 
mal language definitional system for a set of consumer 
expectations and related concepts; and (3) integrate the con- 
cepts into a partially formalized disconfirmed expectations 
theory of consumer satisfaction. 


The Theoretical Meaningfulness 
of Expectation Concepts 


In the consumer expectations literature, it is commonly 
understood that expectations function as standards for com- 
рапзоп: Performance along various product or service 
dimensions is compared with expectations, and this compar- 
ison results in consumers’ reactions to the products in the 
form of satisfaction or perceptions of quality. Recently, 
however, researchers have identified symptoms of defini- 
tional problems with respect to expectations concepts and, 
therefore, with respect to consumer satisfaction and per- 
ceived quality concepts. For example, Liljander (1994, p. 
126) notes, "It has been suggested that the difference 
between satisfaction and perceived service quality can be 
explained by the nature of the comparison standard and per- 
formance measure,” with the comparison standard being 


various concepts of expectations. However, research by Teas 
(1993) indicates there is confusion regarding theoretical and 
operational definitions of expectations in consumer satisfac- 
tion and perceived service quality modeling. 

To facilitate an examination of expectations concepts 
specified in marketing theories, it is useful to organize as 
many of the expectations concepts as possible into some sort 
of manageable system. Fortunately, many of the expecta- 
tions concepts used in marketing are incorporated into one 
of marketing's better-known theories—the disconfirmed 
expectations theory of consumer satisfaction/dissatis- 
faction? outlined in Figure 1 (Churchill and Surprenant 
1982; Oliver 1980). Although the theory includes "predic- 
tive expectations" as its primary expectations concept, as 
noted in Figure 1, researchers have investigated other expec- 
tations concepts in the context of consumer satisfaction 
models, including ideal product attribute levels (Tse and 
Wilton 1988), equitable performance (Tse and Wilton 
1988), experience-based norms (Woodruff, Cadotte, and 
Jenkins 1983), desired performance (Bolfing and Woodruff 
1988), and minimum tolerable performance (Miller 1977). 
Consequently, we use this theory as the basis for an exami- 
nation of the theoretical meaningfulness of consumer expec- 
tations concepts. 


The Realms of Meaning Framework 


We present a proposed framework for the assessment and 
development of the theoretical meaningfulness of concepts 
in Figure 2. The framework specifies three fundamental 
realms of scientific meaning: the conceptual, linguistic, and 
physical realms. An explication of each follows. 





?Thus model is selected not because it is theoretically problem- 
atic, but because it serves as a repository of numerous consumer 
expectations concepts. 


FIGURE 1 
Expectancy Disconfirmation Model 
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FIGURE 2 
The Realms of Meaning Framework for Assessing the Theoretical Meaningfulness of Nominal Definitions 
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Realms of Meaning 


Linguistic realm. The linguistic realm is the realm of 
terms. It is also the realm of nominal definitions, because 
syntactical relationships between terms form nominal defin- 
itions. À nominal definition specifies that the definiendum, a 
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term being defined, is equivalent to the definiens, another 
term or group of terms (Hunt 1991). Therefore, the follow- 
ing definition of consumer expectations specified by Oliver 
(1981, p. 33) is a nominal definition: "Expectations are con- 
sumer-defined probabilities of the occurrence of positive 
and negative events if the consumer engages in some behav- 


ior" In this nominal definition,3 ‘expectations’ is the 
definiendum, and 'consumer-defined probabilities of the 
occurrence of positive and negative events if the consumer 
engages in some behavior' is the definiens. 

When examining questions involving the adequacy of 
nominal definitions, it is useful to conceptualize nominal 
definitions as rules of replacement. As noted by Hunt (1991, 
p. 154): 


The significance of calling nominal definitions 'rules of 
replacement' is that the truth value of any statement which 
includes the definiendum is maintained if the definiendum 
is replaced by the definiens. 


For example, a statement containing the definiendum 
‘expectations’ is as follows: 


One's expectations perform the function of an adapta- 
tion level in that they define the baseline or standard 
against which subsequent performance is judged (Oliver 
1981, p. 28). 


А test of the adequacy of this nominal definition of the 
concept of "expectations" is the degree to which the truth 
value of this statement is maintained when the term ‘expec- 
tations’ is replaced with ‘consumer-defined probabilities of 
the occurrence of positive and negative events if the con- 
sumer engages in some behavior.’ It is important to note that 
meaningful scientific inquiry and progress are dependent on 
adequate nominal definitions, because the role of nominal 
definitions is to provide precise meaning for concepts that 
are specified in scientific theories. 


Conceptual realm. The conceptual realm is the realm of 
thought. А unit of thought is a concept (Bunge 1967). In 
addition, the theoretical content of a science is located in the 
conceptual realm in the form of interrelated systems of con- 
cepts. As mentioned previously, the conceptual realm con- 
cept of "expectations" is linked to the linguistic realm 
through the nominal definition of ‘consumer-defined proba- 
bilities of the occurrence of positive and negative events if 
the consumer engages in some behavior. 


Physical realm. The physical realm is the realm of 
objects—physical things, facts, properties, events, and hap- 
penings (Bagozzi 1980; Bunge 1967; Zaltman, Pinson, and 
Angelmar 1973). This is also the realm of operational defi- 
nitions of concepts, that is, relationships between concepts 
and the physical world. For example, Zaltman, Pinson, and 
Angelmar (1973) note that the concept of "attitude" or the 
term ‘attitude’ can be represented physically by having peo- 
ple respond to questionnaires. Therefore, for example, the 
physical measurement of anticipated performance resides in 
the physical realm, just as do other applications of psycho- 
metric theories. 


Linkages Among the Realms of Meaning 


As can be seen in Figure 2, the linguistic, conceptual, and 
physical realms are linked together through designation, 
intension, reference, denotation, extension, and connotation. 


3Here we adopt the philosophy of science convention of enclos- 
ing linguistic terms and phrases in single quotes and conceptual 
objects in double quotes. 


These linkages affect the degree to which a scientific disci- 
pline’s concepts are theoretically meaningful and, therefore, 
are centrally important to the meaningfulness assessment 
framework. 


Designation. Designation involves the linkage between 
the conceptual realm and the linguistic realm; specifically, 
terms in the linguistic realm designate concepts in the con- 
ceptual realm. Any number of terms can designate a con- 
cept, and, in turn, any number of concepts can be designated 
by a term. For example, the term ‘expectations,’ defined by 
Oliver (1981, p. 33) as “consumer-defined probabilities of 
the occurrence of positive and negative events if the con- 
sumer engages in some behavior,” designates the concept 
“expectations” in the conceptual realm.4 


Intension. The intension of a concept is a list of proper- 
ties possessed by the concept (Bagozzi 1980; Bunge 1967; 
Zaltman, Pinson, and Angelmar 1973). For example, Bunge 
(1967, p. 65) notes that the intension of the concept of “life” 
is "the set of properties characterizing living beings, i.e., 
metabolism, self-regulation, adaptation, goal-striving, etc.” 
Part of the intension of the concept “expectations” might 
include properties such as anticipation or comparison stan- 
dard. These properties emerge through discussions of con- 
cepts and relationships among concepts. Because these dis- 
cussions involve the use of terms and phrases in the linguis- 
tic realm, the language system used to express theory is an 
important factor affecting the degree to which intensional 
properties can be precisely specified. 


Reference. Reference involves linkages between ele- 
ments in (1) the conceptual or linguistic realms and (2) the 
physical realm. In the context of operational definitions, 
Oliver’s (1980) measure of consumer expectations is a ref- 
erent of both the concept “expectation” in the conceptual 
realm and the term ‘expectation’ in the linguistic realm. This 
reference process can involve abstraction and interpretation 
processes: 


1. Abstraction is “the mental activity of deriving common the- 
oretical content from a set of empirical objects” (Bagozzi 
1980, p. 115). This process involves linkages from objects in 
the physical realm to terms and concepts in the linguistic 
and conceptual realms 

2. Interpretation refers to “the process of deriving or defining 
the meaning of a term or concept” (Bagozzi, 1980, p. 116). 
This process involves linkages from concepts and terms in 
the conceptual and linguistic realms to objects in the physi- 
cal realm. 


Denotation. A concept’s denotation “is the class of 
objects and events embodying the properties of a concept” 
(Zaltman, Pinson, and Angelmar 1973, p. 32). As indicated 
in Figure 2, denotation involves a linkage between the con- 
ceptual and physical realms. The linkage involves the 
process of denoting objects in the physical realm that con- 
tain the intensional properties of concepts in the conceptual 
realm. 


4It is important to note that as demonstrated in a subsequent sec- 
tion of this article, the designation suggested by this definition, in 
conjunction with designations of other definitions specifying the 
term ‘expectations’ as a definiendum, results in considerable ambi- 
guity in the expectations literature. 
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Extension. The extension of a concept is the set of all 
objects in the physical realm to which a concept applies 
(Bagozzi 1980; Kahane 1973). Extension involves a linkage 
between the conceptual and physical realms and, as noted by 
Zaltman, Pinson, and Angelmar (1973, p. 32), is related to 
denotation as follows: 


We can extend the notion of denotation to all possible 
objects, past or future, known or unknown, that if they 
existed would belong to the concept's denotation. We shall 
call this the extension of a concept. 


Connotation. The connotation of a concept is the set of 
properties that are possessed by the elements of the con- 
cept's denotation. That is, as noted by Zaltman, Pinson, and 
Angelmar (1973, p. 32), 


Given the denotation [of a concept], we may be interested 
in finding out all the properties that are common to the ele- 
ments of the denotation. These properties, including those 
comprised by the concept's intension, constitute the con- 
notation of the concept. 


For example, a particular expectations concept (“С”) can 
denote several physical realm objects (e.g., alternative 
expectations measures), through the intension of concept 
“C,.” However, an examination of the set of measures could 
reveal other properties (e.g., they are all paper/pencil tests) 
that are not part of the original intension of concept “C4.” 
Therefore, the connotation would include not only those 
properties characterizing "C," noted in the intension but 
also those properties revealed by the denotation of "C," not 
previously included in the intension of “Су.” 


Nominal Definition Theoretical Meaningfulness 
and Operational Definition Validity 


Another linkage indicated in Figure 2 involves measurement 
validity, a linkage between the physical and conceptual 
realms. The analysis of measurement validity, which is well 
established in the science of marketing, involves questions 
regarding the degree to which operational definitions, which 
reside in the physical realm, accurately reflect the concepts 
of the theories that are specified in the conceptual realm. 
Therefore, both concepts of operational definition validity 
and nominal definition meaningfulness involve questions 
regarding the adequacy of a science's definitions. Specifi- 
cally, in measurement validity tests, an assumption is made 
that nominal definitions are theoretically meaningful. On the 
basis of this assumption, measurement validity tests are used 
to determine the degree to which operational definitions are 
free of random and systematic error and, therefore, accu- 
rately reflect the intended theoretical concepts. Conversely, 
the analysis of the theoretical meaningfulness of nominal 
definitions focuses on questions involving the adequacy of 
the language used to represent concepts of the theories that 
are specified in the conceptual realm. Examining nominal 
definition theoretical meaningfulness focuses on the core 
assumption underlying measurement validity tests, therefore 
focusing on an examination of a necessary but insufficient 
condition for the establishment of measurement validity. 
The relationship between measurement validity and 
nominal definition meaningfulness emphasizes the impor- 
tance of evaluating nominal definition meaningfulness sep- 
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arately from operational definition validity for three reasons. 
First, because a necessary condition for the development of 
a valid measure is the specification of a theoretically mean- 
ingful nominal definition, it is impossible to develop valid 
measures of theoretically meaningless concepts. Second, as 
noted in Figure 2, the analysis of the connotation of a con- 
cept involves an examination of the denotation—the objects 
embodying the intensional properties of the concepts. 
Because physical measures are objects that are intended to 
embody intensional properties of the concepts they are 
designed to measure, a lack of valid measures inhibits or 
distorts the examination of the connotation of a concept. 
Third, the methods used to establish measurement validity 
and nominal definition meaningfulness are different. The 
methods used to assess measurement validity rely heavily on 
empirical analysis and on the assumption that the concepts 
being measured are theoretically meaningful. In contrast, 
the methods used to assess the theoretical meaningfulness of 
concepts involve, to a great extent, the analysis of the ade- 
quacies of theory and the language used to express theory. 
There is much less reliance, often none, on empirical data. 


Criteria for Judging the Theoretical 
Meaningfulness of Concepts 


The linkages presented in the realms of meaning framework 
point to three criteria that researchers can use to assess the 
theoretical meaningfulness of concepts: ambiguity, inten- 
sional vagueness, and extensional vagueness. The sources of 
these problems are noted in Figure 2. 


Ambiguity 


Ambiguity occurs when terms in the linguistic realm desig- 
nate multiple concepts in the conceptual realm. Therefore, 
whereas the source of ambiguity is in the linguistic realm, 
the problems that result from it will manifest themselves in 
the conceptual realm; certainly, an ambiguous term will hin- 
der the theoretical meaningfulness of a designated concept. 
Referring to the framework in Figure 2, a term in the lin- 
guistic realm, Ср, that is intended to designate concept 
“C,” in the conceptual realm is a source of ambiguity to the 
degree to which it also designates concepts “C,” and “C3” in 
the conceptual realm. For example, the term 'expectations' 
could be used to designate the concept of "predictive expec- 
tations,” but also to designate the concepts of "service qual- 
ity expectations" and "equitable expectations" in the con- 
ceptual realm (and more). Unfortunately, the confusion 
caused by ambiguity reduces the theoretical meaningfulness 
of language used to express theory and, therefore, reduces 
the degree to which theories can be precisely expressed, 
interpreted, and empirically tested. Consequently, when 
ambiguity exists, measures should be taken to resolve it. 


Ambiguity in Consumer Expectations Concepts 


Examining published definitions of specific expectations 
concepts indicates several situations in which a specific 
definiendum is used to designate multiple expectations con- 
cepts; this results in ambiguity regarding the concepts being 
designated. To demonstrate, we discuss the conceptual 
realm concepts of “predictive expectations" and "ideal per- 


formance,” which are often designated by the linguistic 
realm terms ‘expectations’ or ‘expected.’ 


Predictive expectations. The concept of “predictive 
expectations” has enjoyed a rich research history, particu- 
larly in the context of the disconfirmed expectations model 
of consumer satisfaction/dissatisfaction. However, terms 
used to designate “predictive expectations” are ambiguous 
because they designate multiple concepts. First, the terms 
‘expected’ and ‘expectations’ are used to designate predicted 
outcome levels with an evaluative dimension—the defini- 
tions contain terms that suggest the predicted level of per- 
formance is ‘evaluated’ for its ‘desirability, ‘importance,’ 
‘favorableness,’ ‘positiveness/negativeness,’ or ‘satisfaction 
potential.’ The following examples reflect this designation: 


*"One's expectations involve not only the probability of an out- 
come occurrence but also the evaluation of the outcome" 
(Ohver 1980, p. 462). 

*"Expectations [are] ... generally defined as а consumers’ 
beliefs that a product has certain desired attributes" (Erevelles 
and Leavitt 1992, p. 104). 

*"Expectations involve an anticipation of how well the product 
will perform on some attributes of importance" (Swan and 
Trawick 1981, p. 49). 


Assuming the term ‘performance’ implies an evaluation 
process, the following are additional examples of a desig- 
nation of a predicted outcome level with an evaluative 
dimension: 


*"Expectations are predictions of the nature and level of per- 
formance the user will receive" (Woodruff, Cadotte, and Jenk- 
ins 1983, p. 296) 


*"Expectations have usually been conceptualized as beliefs or 
predictions of the probable attributes or performance of the 
product" (Olshavsky and Spreng 1989, p. 49). 


Second, and in contrast to this designation, the term 
‘expectations’ also has been used to designate predicted out- 
come levels devoid of affective evaluation. The following is 
an example: 


*"[The ‘expected’] is to be thought of as having no affec- 
tive dimension but as being the result of a sterile, indif- 
ferent calculation of probability ... [reflecting] what the 
respondent feels performance probably ‘will be'" (Miller 
1977, p. 76). 


In addition, assuming the term ‘level’ corresponds to 
Oliver's (1980) *outcome occurrence' (which he differenti- 
ates from ‘outcome evaluation’) and therefore represents an 
unevaluated performance ‘level,’ the following definition 
could be interpreted as an example of a designation of a pre- 
dicted outcome devoid of affective evaluation: 


*"Expectations should be defined as а consumer’s beliefs 
about the levels of attributes possessed by a product” 
(LaTour and Peat 1977, p. 433). 


Third, the term ‘expectations’ is sometimes used to des- 
ignate a predicted outcome concept without specifying 
whether the prediction involves evaluated or unevaluated 
attribute levels. The following is an example of this use of 
the ‘expectations’ term (Cronin and Morris 1989, pp. 
41-42): 


*"Expectations represent a perceptual construct. They refer 

to what the individual buyer believes to be the case 
regarding alternative vendors based on his/her processing 
of the available information sources (Anderson and 
Chambers 1985).” 


Ideal performance. The concept of “ideal performance” 
is often used in discussions of expectation comparison stan- 
dards. For example, Miller (1977, p. 75) notes that the 
“ideal” is one of “four potentially distinct ‘types’ of expec- 
tations an individual might have regarding anticipated per- 
formance levels.” Although most discussions of the concept 
of "ideal" performance in the context of consumer satisfac- 
tion models imply a single, well-understood concept, a 
detailed examination of nominal definitions of “ideal” per- 
formance indicates properties such as the classic ideal per- 
formance level and the feasible ideal performance level 
(Teas 1993). 

The classic ideal point, which is associated with ideal- 
point attitudinal models, represents perfect or utility-maxi- 
mizing attribute magnitude, as represented in the following 
definitions: 


*"In these [classic ideal point attitudinal] models, the ideal 
point is the perfect or utility maximizing level of an attribute" 
(Teas 1993, p. 19). 

*"An offshoot of the belief/importance model, the ideal-point 
model, requires а consumer's rating of an ideal brand... 
Attributes should be included in an ideal point form if, beyond 
some level (the ideal point), there are negative utility returns 
for further increases in the attribute" (Lilien, Kotler, and 
Moorthy 1992, pp. 90-91). 


A second concept designated by ‘ideal’ is the “feasible 
ideal point." The distinctive feature of this concept is that it 
is more complex than the classic ideal point because it 
appears to be a combination of the concepts of "perfect" and 
"what is possible" (Teas 1993). The following examples 
demonstrate the distinctive nature of the "feasible ideal 
point": 

*"The ‘ideal’ 15 the ‘wished for’ level... It reflects what the 

respondent feels performance of the product, service, or store 
*can be'.... To obtain a measure of the Ideal expectation ... one 
might use a semantic differential type format, explicitly 
instructing the subject to rate the object as to what perfor- 
mance levels he or she feels might possibly be achieved by the 
object given ideal circumstances" (Miller 1977, pp. 76, 86). 

*"Ideal points can be measured by simply asking the respondent 
to rate the ideal store's product or service ... One might expect 
respondents to ask for the impossible (such as extremely low 
prices with high quality), but in actual studies this does not 
seem to be the case" (Swan and Futrell 1980, p. 52). 

*The ideal is “a picture of what can be" (Leichty and Churchill 
1979, p. 513). 


Although there are other problematic expectations con- 
cepts, these examples of ambiguity clearly demonstrate the 
potential confusion in meaning that results from the desig- 
nation of multiple concepts using a single term or set of 
terms. 

Because ambiguity is a characteristic of linguistic realm 
terms, it can be reduced by being more precise in the use of 
terms. For example, ambiguity in the use of ‘expectations’ 
as a definiendum could be the result of unintended causal 
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use of terms in the definiens—researchers could uninten- 
tionally suggest that different concepts are being defined. A 
method of reducing this source of ambiguity would be to 
standardize the definiens; for example, the research commu- 
nity could adopt one unambiguous definiens for 'expecta- 
tions.’ If, however, the use of ‘expectations’ as a definien- 
dum is intended to suggest different concepts with differen- 
tiated definiens, ambiguity can be reduced by differentiating 
the definienda, usually by the addition of clarifying terms— 
such as ‘evaluative predictive expectations’ and ‘nonevalua- 
tive predictive expectations’; ‘classic ideal’ and ‘feasible 
ideal.’ 


Intensional Vagueness 


Inténsional vagueness involves a situation in which the 
intension of a concept is partially indefinite. That is, con- 
cepts are characterized by intensional vagueness when the 
connotated properties are not completely determined by the 
intension. This is, therefore, a problem in the conceptual 
realm. To illustrate intensional vagueness, consider the rela- 
tionships among intension, denotation, and connotation as 
specified in Figure 2. First, the intension of concept “C,”, 
represented by ҚС), consists of the specified properties of 
“Су” — Ру, Р... P; these intensional properties contribute 
to the concept's connotation, C(C,). However, the connota- 
tion also contains those properties that are manifested in the 
denotation of concept “С” but not specified in the intension 
КС). That is, the set of objects denotated by the intension 
of "Cj" can be characterized by a larger set of properties that 
includes (1) the intensional "C," properties I(C,) and (2) 
other known and unknown properties that are not included 
in the intension of concept "C," (i.e., properties P; , 1, P,42 
... Pj). Consequently, intensional vagueness can be defined 
by the following equation (Bunge 1967): 


(1) V(C) = d£ C(C) - КС) 
where 
МКС) = the intensional vagueness of concept “C,”; 


C(C,) = the set of properties, both known and unknown, 
connotated by concept “С”; 


KC) = the subset of the known properties that are 

included in the intension of concept “C,”; and 

df = notation that indicates the relationship 
expressed is a definitional relationship. 


Equation 1 suggests that intensional vagueness can be 
reduced by decreasing the difference between the conno- 
tated and intensional properties of the concept. Accomplish- 
ing this goal generally involves relying on either logical 
analysis or theoretical advances that illuminate previously 
unknown properties of “С”; however, it is unlikely that an 
exhaustive list of properties ever can be determined for any 
concept, so some degree of intensional vagueness usually 
will exist. 

That all the sources of И vagueness associated 
with a concept may not be identifiable does not mean the 
concept of intensional vagueness is unimportant. Rather, the 
process of formally assessing intensional vagueness is an 
extremely useful method of sharpening (i.e., elucidating) 
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concepts, because some sources of intensional vagueness 
can be identified and reduced through logical analysis and 
theoretical development. This sharpening of theoretical con- 
cepts can be expected to improve the theoretical meaning- 
fulness of concepts and, therefore, improve the theories in 
which concepts are embedded. 


Intensional Vagueness in Expectations Concepts 


An examination of operational definitions of consumer 
expectations concepts indicates that the measures and their 
use can be characterized by several properties. For example, 
as indicated in Figure 3, properties of most measures (i.e., 
physical realm objects) of “Evaluative Predictive Expecta- 
tions” include (Pj) a forecast that involves (Р) multiple 
attributes, that involves (Рз) evaluations of attribute perfor- 
mance levels, and that occurs (P4) prior to the consumer's 
assessment of disconfirmed expectations. Theoretical dis- 
cussions of “Evaluative Predictive Expectations” indicate 
these properties can be considered intensional properties. 
However, additional characteristics of measures of "Evalua- 
tive Predictive Expectations" are that the attributes are com- 
bined in a compensatory manner (e.g., summated scales) 
and that experimental manipulations and/or survey ques- 
tioning procedures can be expected to activate existing 
memory structures or create new ones. The result is that con- 
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sumer expectations can be expected to be in active memory 
when other variables are measured such as disconfirmed 
expectations, consumer satisfaction, or perceived quality. 
These operational definition characteristics involve proper- 
ties—(Ps5) compensatory attributes and (Pg) thoughts in 
active memory—that are not explicitly noted in most dis- 
cussions of expectations concepts. Therefore, as indicated in 
Figure 3, they are included in the category of “other proper- 
ties that are common to the objects comprising the denota- 
tion" (but not formally part of the intension) of the concept 
of "Evaluative Predictive Expectations" As indicated in 
Figure 2, these types of properties are sources of intensional 
vagueness of the concept of “Evaluative Predictive Expecta- 
tions.” Furthermore, because these properties characterize 
measures of most expectations concepts, they contribute to 
the intensional vagueness of these concepts. 


Extensional Vagueness 


Another problem in the conceptual realm, which has conse- 
quences in the physical realm, is extensional vagueness, a 
Situation in which the extension of a concept is partially 
indefinite. This indefiniteness results in an inability to clas- 
sify objects in the physical realm unambiguously into one of 
two sets: the extension of the concept E(C) or its comple- 
ment (nonextension) EC. Bunge (1967, p. 99) notes: 


For definite, i.e., nonvague concepts, the overlap of the 
extension E(C) and of its complement EC is empty, i.e., 
E(C) — E(C) = 0, consequently, the size or measure of this 
common part 15 zero: M[E(C) — E(C)] = 0 ... But for 
vague concepts, the measure M [E(C) — Е(С)] of the over- 
lap of the extensions of C and not-C will be a non-negative 
number n. 


Therefore, as shown in Figure 2, extensional vagueness 
results when objects in the physical realm cannot all be clas- 
sified as belonging to either the set of C," objects or the set 
of non-"C;" objects; the degree of extensional vagueness is 
measured by the ratio of unclassifiable objects to the total 
number of objects being classified. Extensional vagueness is 
reduced more easily than is intensional vagueness, either 
through finer partitions along a classification continuum or 
by the formation of decision rules that allow physical realm 
entities to be classified as being included (or not included) 
in the set of objects possessing the intensional properties of 
the concept (Bunge 1967). Extensional vagueness and inten- 
sional vagueness are related. Specifically, intensional vague- 
ness is a necessary but insufficient condition for extensional 
vagueness; that is, if a concept is extensionally vague then it 
is also intensionally vague, but the reverse is not always true 
(Bunge 1967). 


Extensional Vagueness in Expectations Concepts 


An examination of the literature indicates numerous exam- 
ples of extensional vagueness involving such concepts as 
predictive expectations and deserved performance. 


Predictive Expectations. Although there are several 
areas of extensional vagueness with respect to predictive 
expectations, one of the more serious ones relates to the 
intensional properties of the “predictive expectations” con- 
cept. According to theoretical discussions, “predictive 


expectations” are formulated prior to the consumer’s assess- 
ment of disconfirmed expectations. This property is a source 
of extensional vagueness because the concept of “prior” is 
blurred; it exists along a continuum Stretching from the 
point of having no forecast in mind about the product up to 
the point of assessing disconfirmation. An examination of 
measures of “predictive expectations” suggests that most 
measures occur within minutes of actually experiencing the 
product and/or assessing disconfirmation of expectations 
(e.g., Bolton and Drew 1991; Boulding et al. 1993; Brown 
and Swartz 1989; Churchill and Surprenant 1982; Cronin 
and Taylor 1992; Gardial et al. 1994; Oliver 1980; Oliver 
and DeSarbo 1988; Spreng and Olshavsky 1993; Swan and 
Trawick 1981; Tse and Wilton 1988; Westbrook 1987). This 
is particularly the case in experimental tests of the discon- 
firmed expectations model. There are examples, however, of 
expectations measures being taken several months prior to 
experiencing the product (e.g., Bearden and Teel 1983; 
Johnson, Anderson, and Fornell 1995). The vagueness issue 
involves the degree to which alternative measures at differ- 
ent points in time are, in fact, capturing the “predictive 
expectations” concept that is intended. Because attitudes 
and opinions are dynamic, it can be argued that the most 
appropriate concept would be a forecast occurring at the 
time of the purchase decision. However, given the vague 
notion of “prior,” a question emerges regarding what point 
along the time continuum separates measurement events that 
qualify from those that do not qualify as physical realm 
objects portraying this concept. As indicated in Figure 2, 
those objects that cannot be categorized unambiguously are 
manifestations of extensional vagueness. 

The following is another example of extensional 
vagueness associated with the concept of “predictive 
expectations”: 


"Expectations are predictions of the nature and level of 
performance the user will receive" (Woodruff, Cadotte, 
and Jenkins 1983, p. 296). 


The term ‘nature’ creates vagueness involving the degree 
to which an assessment of whether a particular operational 
definition is capturing the concept of "nature." What is the 
meaning of ‘nature’? 


*"It is generally agreed that expectations аге consumer- 
defined probabilities of the occurrence of positive and 
negative events if the consumer engages 1n some ђећау- 
ior" (Oliver 1981, p. 33). 


This definition is somewhat vague because of its 
extreme broadness. What are the meanings of ‘positive and 
negative events’ and ‘engages in some behavior’? This defi- 
nition seems to suggest that almost any measure pertaining 
to human behavior and involving any kind of outcome 
resulting from those behaviors would qualify as a measure 
of "expectations." 


*"Expectations involve an anticipation of how well the 
product will perform on some attributes of importance" 
(Swan and Trawick 1981, р 49). 


The phrase ‘some attributes of importance’ is vague. In 
an assessment of alternative operational definitions, how 
does one use the property of ‘some attributes of impor- 
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tance' to determine whether the operational definition 
reflects the "expectations" concept? How many is some? 
What level of importance separates important from unim- 
portant attributes? 


*The expected is "an indifferent probability calculation 
performed by the consumer resulting in a picture of what 
will be" (Liechty and Churchill 1979, p. 513). 


The phrase ‘an indifferent probability calculation’ is 
vague in the sense that it is difficult to determine precisely 
what the consumer is indifferent about. Does the indiffer- 
ence involve the consumer's reaction to the probability cal- 
culation—for example, the indifference about the degree to 
which the probability is good/bad or high/low—or the indif- 
ference about the degree to which the characteristic assessed 
is good or bad? 


Deserved performance. Miller (1977, p. 76) notes: 


The deserved adds an affective dimension that appears to 
be most critical in determining ‘feelings’ of satisfaction 
and especially of dissatisfaction. It may be the same as 
‘expected’ level, but it includes the important ingredients 
not necessary for the ‘expected’ level. 


This discussion specifies vague properties of the concept 
of deserved expectations. On the one hand, Miller (1977) 
indicates that the concept could be the same as the 
“expected,” which implies equality. But then he notes that 
the concept includes important ingredients not necessary for 
the “expected” level. The vagueness involves these ‘impor- 
tant ingredients.’ ‘Ingredients’ is a vague term and does not 
facilitate judgments regarding the separation of measures of 
Miller’s (1977) “deserved” expectations concept from mea- 
sures that do not measure the concept. 


A Proposed Formal Language 
System for Expectations Concepts 


From the preceding discussion it is clear that many of the 
natural language system-based nominal definitions of con- 
sumer expectations concepts exhibit symptoms of ambigu- 
ity, extensional vagueness, and intensional vagueness. The 
purpose of this section, therefore, is to specify a formal lan- 
guage system definitional framework that is designed to 
improve the theoretical meaningfulness of some consumer 
expectations and related concepts; we do this by reducing 
the ambiguity and vagueness resulting from the various nat- 
ural language system definitional frameworks. 

Because a formal language system is one of several 
components of a formalized theory, this preliminary pro- 
posed formal language system represents a partial formal- 
ization of the disconfirmed expectations theory of consumer 
satisfaction. However, the proposed language system is not 
intended to stop the evolution of consumer expectation con- 
cepts or the theories in which they are included. Rather, its 
intended benefit is to facilitate the continued refinement, 
and perhaps discovery, of consumer expectations concepts 
and related theories. As noted by Hunt (1991, p. 159), the 
partial formalization process is important in the develop- 
ment of scientific theories because, 


the attempt to even partially formalize a theory, by bearing 
its essential structure or morphology, can sharpen the dis- 
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cussion of the theory and put it into a framework suitable 
for testing... For many marketing theories, the partial for- 
malization of the theory is an absolutely necessary pre- 
condition for meaningful analysis. 


The development of a formal language system begins by 
creating a dictionary of the terms used in the linguistic realm 
to specify nominal definitions (Hunt 1991). These elements 
consist of primitive terms and derived terms. Primitive terms 
are undefined basic elements of the formal language system, 
though they can be defined in some other language system 
(Hunt 1991; Zaltman, Pinson, and Angelmar 1973). How- 
ever, the significance of primitive terms, as noted by Bunge 
(1967, p. 118), is “not so much that they are definers and can 
therefore infuse meanings into other signs, as that they are 
the building stones of theories." 

Derived terms, or nonprimitives, in contrast, are defined 
elements of the formal language system; they are derived 
from the primitive elements (Hunt 1991; Zaltman, Pinson, 
and Angelmar 1973). Both primitive and derived terms are 
combined to form nominal definitions. Combinations of 
terms in a formal language system are regulated through for- 
mation rules, which are the syntax or grammar that specify 
the permissible ways statements can be formulated (Hunt 
1991). 

In the following sections, we develop formal language 
system-based definitions for a set of consumer expectations 
and related concepts. We specify fundamental primitive 
terms and derived definitions for uniattribute concepts that 
represent the primary underlying structure of the proposed 
formal language system. Then, we use these fundamental 
primitive terms and derived definitions to specify nominal 
definitions of various multiattribute consumer expectations 
and related concepts. The proposed formal language system 
does not rely on any unique formation rules. The syntax 
employed involves traditional English grammar and, in 
some cases, standard mathematical notation.> 


Uniattribute Nominal Definition Framework 


We specify several primitive terms for the formal language 
system. However, two of these, ‘utility’ and ‘attribute’ 6 rep- 
resent the fundamental foundation for the proposed formal 
language system. Using these two primitive terms, plus one 
other—‘quantity’—the concepts of “attribute magnitude,” 
“ideal attribute magnitude,” and “attribute valence” are 
defined as follows: 
2. Attribute magnitude: ‘Attribute magnitude’ (‘M’) ıs ‘the 
quantity of the attribute.’ Nonevaluative attribute magnitude 





5Two boundary conditions are adopted in the development of the 
proposed definitional framework: First, a majority of the discus- 
sions of consumer expectations in the marketing literature involve 
multiattribute models; consequently, the concept of “product 
attribute” is a primary building block for the framework. Second, a 
majority of the discussions and measures of consumer expectations 
focus on individual consumers rather than on groups of consumers; 
consequently, the concepts defined using the proposed formal lan- 
guage system pertain to an individual’s perceptions, beliefs, and so 
on. 

6The term ‘attribute’ is a primitive term in our proposed formal 
language system; therefore, it is not defined. It is important to note, 
however, that we use the term generally and do not restrict its 
meaning to include only tangible attributes. 


concepts can be used to describe attribute quantities, such as 
miles per gallon and square feet, or more general descrip- 
tions can be used, such as large/small, hot/cold, and so on. 

3. Ideal attribute magnitude: ‘Ideal attribute magnitude’ (‘I’) is 
defined as ‘the utility maximizing attribute magnitude.’ 

4. Attribute valence: ‘Attribute valence’ (‘V’) is defined as ‘the 
inverse of the one-dimensional product space distance 
between attribute magnitude (‘M’) and ideal attribute mag- 
nitude (‘I’).’ Although there are other possible mathematical 
expressions that can be used to define this concept, one 
example is 


’ 





(4a) у= |м 


Using the primitive terms ‘probability’ and ‘most proba- 
ble’ and definition 2, the definitions for the concepts of 
“expected attribute magnitude" and “forecasted attribute 
magnitude" are derived as follows: 


5. Expected attribute magnitude: ‘Expected attribute magni- 
tude’ (‘EM’) is defined as the following probability 
weighted sum of the alternative attribute magnitudes: 


n 
(5a) ЕМ'= ‘ў P.M,’ 
к= 1 


where 


EM = expected attribute magnitude, 
Р; = probability of the КЕ level of the attribute (where 
Deer Py = 1.0), and 
Мү = the kth magnitude of the attribute. 


6. Forecasted attribute magnitude: ‘Forecasted attribute mag- 
nitude’ (‘FM’) is defined as ‘the most probable attribute 
magnitude.’ 


Using the primitive terms ‘probability’ and ‘most proba- 
ble’ and definition 4, definitions for the concepts of 
“expected attribute valence” and “forecasted attribute 
valence” are derived as follows: 


7. Expected attribute valence: ‘Expected attribute valence’ 
(‘EV’) is defined as the following probability weighted sum 
of the alternative attribute valences: 


n 
(7a) EV- ‘$ p Ve 
kal 


where 


ЕМ; = expected attribute valence, 
Py = probability of level k of the attribute (where 
Ук= Ре = 1.0), and 
V, = the valence of level k of the attribute. 


8. Forecasted attribute valence: ‘Forecasted attribute valence’ 
(‘FV’) is defined as ‘the most probable attribute valence.’ 


Using these definitions and the primitive term ‘recalled,’ 
we define four additional expectations concepts—‘retrieved 
expected attribute magnitude,” “retrieved forecasted 
attribute magnitude,” “retrieved expected attribute valence,” 
and “retrieved forecasted attribute valence.” 


9. Retrieved expected attribute magnitude: ‘Retrieved 
expected attribute magnitude’ (‘REM’) is defined as 
‘recalled expected attribute magnitude.’ 

10. Retrieved forecasted attribute magnitude: ‘Retrieved fore- 
casted attribute magnitude’ (“КЕМ”) is defined as ‘recalled 
forecasted attribute magnitude.’ 

11. Retrieved expected attribute valence: ‘Retrieved expected 
attribute valence’ (‘REV’) is defined as ‘recalled expected 
attribute valence.’ 

12. Retrieved forecasted attribute valence: ‘Retrieved fore- 
casted attribute valence’ (‘RFV’) is defined as ‘recalled 
forecasted attribute valence.’ 


Multiattribute Consumer Expectations Concepts 


Using the previously defined uniattribute nominal definition 
framework and the primitive terms ‘set,’ ‘connotated,’ and 
‘product,’ we can define several multiattribute consumer 
expectations concepts. The concept of “multiattribute vec- 
tor" is defined as follows’: 


13. Multiattribute vector: ‘Multiattribute vector’ (‘MV’) is 
defined as ‘the set of all attributes connotated by the 
product.’ 


Using definition 13 in conjunction with definitions 3, 5, 
and 6, the concepts of "ideal magnitude vector,” “expected 
magnitude vector," and "forecasted magnitude vector" are 
defined as follows: 


14. Ideal magnitude vector. ‘Ideal magnitude vector’ (‘IMV’) 
is defined as ‘the set of the ideal attribute magnitudes of the 
multiattribute vector.’ 

15. Expected magnitude vector. ‘Expected magnitude vector’ 
(‘EMV’) is defined as ‘the set of the expected attribute 
magnitudes of the multiattribute vector.’ Extending defini- 
tion 5 to the multiattribute situation results in the following 
definitional expression for the expected magnitude of ele- 
ment j of the ‘expected magnitude vector’: 


ny 
(15a) ЕМ) = ЭЎ PAM, 
k=l 


where 


ЕМ; = expected attribute j magnitude, 
Py = probability of the kth level of attribute j (where 
У. Ру = 1.0), and 


Му = the kth magnitude of attribute j. 


J 


16. Forecasted magnitude vector: ‘Forecasted magnitude vec- 
tor’ (‘FMV’) is defined as ‘the set of the forecasted 
attribute magnitudes of the multiattribute vector.’ 


TThe vector concept 1s used in the formal language system so 
that the nominal definitions are compatible with different opera- 
tional definitions. An operational definition of a vector concept 
could be a standard summated scale. Other operational definitions 
could be developed such as weighted summations, summations of 
subcomponents (i.e., subscales) of the elements of the vector, and 
summations of random samples of the elements of the vector. It is 
important to note that this use of the vector concept results in 
vagueness of this partial formalization. Theoretical refinement of 
the expectations concept is necessary before this vagueness can be 
reduced. 
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Using definitions 9, 10, and 13, the concepts of 
"retrieved expected magnitude vector" and "retrieved fore- 
casted magnitude vector" are defined as follows: 


17. Retrieved expected magnitude vector: "Retrieved expected 
magnitude vector’ (‘REMV’) is defined as ‘the set of the 
retrieved expected attribute magnitudes of the multiat- 
tribute vector.’ 

18. Retrieved forecasted magnitude vector. ‘Retrieved fore- 
casted magnitude vector’ (“КЕМУ”) is defined as ‘the set 
of the retrieved forecasted attribute magnitudes of the mul- 
tiattribute vector.’ 


Using definition 13 in conjunction with definitions 7 and 
8, the concepts of “expected valence vector” and “forecasted 
valence vector” are defined as follows: 


19. Expected valence vector: ‘Expected valence vector’ 
(‘EVV’) is defined as ‘the set of the expected attribute 
valences of the multiattribute vector.’ Extending definition 
7 to the multiattribute situation results in the following def- 
initional expression for the expected magnitude of element 
j of the ‘expected valence vector’: 


n 
(19a) EV, = У P, V, 


k=l 
where 


EV, = expected attribute j valence, 
Рк = probability of level k of attribute j, (where Y 
Pic = 1.0), and 
Vj = the valence of level k of the attribute j. 
20. Forecasted valence vector. ‘Forecasted valence vector’ 
(‘FVV’) is defined as ‘the set of the forecasted attribute 
valences of the multiattribute vector.’ 


Using definitions 11, 12, and 13, the concepts of 
“retrieved expected valence vector" and "retrieved fore- 
casted valence vector" are defined as follows: 


21. Retrieved expected valence vector. ‘Retrieved expected 
valence vector’ (‘REVV’) is defined as ‘the set of the 
retrieved expected attribute valences of the multiattribute 
vector.’ 

22. Retrieved forecasted valence vector. ‘Retrieved forecasted 
valence vector’ (‘RFVV’) is defined as ‘the set of the 
retrieved forecasted attribute valences of the multiattribute 
vector.’ 


Multiattribute Performance Concepts 


Using definitions 2, 4, and 13, we can define four perfor- 
mance concepts as follows: 


23. Performance magnitude vector ‘Performance magnitude 
vector’ (‘PMV’) is defined as ‘the set of the attribute mag- 
nitudes of the multiattribute vector.’ 

24. Performance valence vector. ‘Performance valence vector’ 
(‘PVV’) is defined as ‘the set of the attribute valences of 
the multiattribute vector.’ 

25 Retrieved performance magnitude vector. ‘Retrieved per- 
formance magnitude vector’ (КРМУ') is defined as 
‘recalled performance magnitude vector.’ 
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26. Retrieved performance valence vector. ‘Retrieved perfor- 
mance valence vector’ (‘RPVV’) is defined as ‘recalled 
performance valence vector.’ 


Multlattribute Disconfirmed Expectations Con- 
cepts 

Using definitions 17, 18, 21, 22, 25, and 26, we can define 
four disconfirmed expectations concepts as follows: 


27. Disconfirmed expected valence vector: ‘Disconfirmed 
expected valence vector’ (‘DEVV’) is defined as the fol- 
lowing difference between the ‘retrieved performance 
valence vector’ (‘RPVV’) and the ‘retrieved expected 
valence vector’ (“REVV’): 


(27a) ‘DEVV’ = ‘RPVV – REVV’. 


28. Disconfirmed forecasted valence vector. 'Disconfirmed 
forecasted valence vector’ (‘DFVV’) 15 defined as the fol- 
lowing difference between the ‘retrieved performance 
valence vector’ (*RPVV") and the ‘retrieved forecasted 
valence vector’ (YREVV"): 


(28a) ‘DFVV’ = ‘RPVV – RFVV’. 


29. Disconfirmed expected magnitude vector. ‘Disconfirmed 
expected magnitude vector’ (“ЕМУ”) is defined as the 
following difference between the 'retrieved performance 
magnitude vector’ (“RPMV’) and the ‘retrieved expected 
magnitude vector’ (“КЕМУ”): 


(29a) *DEMV' = "КРМУ - REMV’. 


30. Disconfirmed forecasted magnitude vector. ‘Disconfirmed 
forecasted magnitude vector’ (‘DFMV’) is defined as the 
following difference between the 'retrieved performance 
magnitude vector’ ('RPMV?") and the ‘retrieved forecasted 
magnitude vector’ (“КЕМУ”): 


(30a) ‘DFMV’ = ‘RPMV – КЕМУ”. 


In summary, this set of interrelated nominal definitions 
is a proposed formal language system for some expectations 
and related concepts specified in marketing theory. The 
primitive terms used in the derivation of these definitions are 
the following: (1) utility, (2) attribute, (3) quantity, (4) max- 
imizing, (5) inverse, (6) one-dimensional, (7) product space 
distance, (8) probability, (9) most probable, (10) recalled, 
(11) set, (12) connotated, and (13) product. 


implications of the Proposed 
Formal Language System® 


Ambiguity and vagueness in the disconfirmed expectations 
theory of consumer satisfaction can be reduced using the 
formal language system developed here. To organize this 
discussion, we use the consumer satisfaction model 
described in Figure { to examine four interrelated issues: (1) 
linkages between the proposed formal language system def- 
initions and the natural language system definitions of the 








8In the following discussions, the single and double quotes sig- 
nifying terms and concepts are omitted to avoid unnecessary 
clutter. 


components of the disconfirmed expectations model, (2) 
theoretical implications of the temporal relationships among 
the components of the model, (3) the usefulness of the pro- 
posed valence and magnitude concepts as components of the 
model, and (4) remaining theoretical vagueness issues. 


Linking Formal Language System Concepts to 
Natural Language System Concepts 


As identified previously, ambiguity and vagueness are pre- 
sent in the natural language concepts of predictive expecta- 
tions and performance. These problems, however, are 
reduced when formal language definitions are used. Simi- 
larly, related concepts of disconfirmed expectations and 
ideal expectations can be defined with the proposed formal 
language system. We provide an overview of some of the 
linkages between the proposed formal language system con- 
cepts and natural language system concepts in Table 1. 


Predictive expectations. The proposed expected and 
forecasted magnitude vectors (EMV and FMV) and 
expected and forecasted valence vectors (EVV and FVV) 
remove some of the ambiguity associated with natural lan- 
guage definitions of expectations concepts (e.g., multiple 
predictive expectations concepts designated by a specific 
definiendum). First, as noted in Table 1, the formal language 
system definitions of the EMV and FMV concepts can be 
used to define the nonevaluative predictive expectations 
concept (e.g., Miller 1977). The magnitude concepts elimi- 
nate evaluative content with respect to the attribute vectors 
involved. Second, the proposed definitions of the EVV and 
FVV concepts represent formal language system definitions 
of the evaluative predictive expectations concept specified in 
the consumer satisfaction literature. Linking the attribute 
magnitude (M) concept with the ideal attribute magnitude 
(0 concept through the attribute valence (V) concept speci- 
fies the evaluation process as involving a comparison of the 
attribute magnitude (M) with the ideal attribute magnitude 
(D. Extending these concepts to the multiattribute situation 
using definitions 19 and 20 produces FVV and EVV con- 


cepts with properties that are compatible with the discon- 
firmed expectations models of consumer satisfaction speci- 
fied by Oliver (1980) and Churchill and Surprenant (1982). 


Performance. The proposed definition of the perfor- 
mance magnitude vector (PMV) concept represents a formal 
language system definition for the nonevaluative perfor- 
mance concepts discussed in the natural language system. 
Similarly, the definition of the performance valence vector 
(PVV) concept of the formal language system produces an 
evaluative performance concept with properties that are 
compatible with the disconfirmed expectations models of 
consumer satisfaction specified by Oliver (1980) and 
Churchill and Surprenant (1982). 


Disconfirmed expectations. We can use four discon- 
firmed expectations concepts of the formal language system 
to define concepts related to two disconfirmed expectation 
concepts defined in the natural language system, as noted in 
Table 1. The disconfirmed expected magnitude vector 
(DEMV) and disconfirmed forecasted magnitude vector 
(DFMV) concepts represent alternative specifications for 
natural language system nonevaluative disconfirmation 
expectations concepts that would involve a comparison of 
nonevaluative predictions (e.g., Miller's 1977 expectations 
concept) with the unevaluated magnitude of actual perfor- 
mance. As noted previously, the magnitude vector concepts 
are potentially valid concepts in the disconfirmed expecta- 
tions satisfaction model only when vector attributes are 
involved. However, the disconfirmed expected valence vec- 
tor (DEVV) and disconfirmed forecasted valence vector 
(DEVV) concepts are valid concepts in the disconfirmed 
expectations satisfaction model when either vector or ideal 
point attributes are involved. 


Ideal expectations. As indicated in Table 1, the ideal 
magnitude vector (IMV) of the formal language system rep- 
resents the classic ideal point concept specified by Teas 
(1993). 


TABLE 1 
Expectations Theory Concepts: Linkages Between Natural Language Definitions and 
Proposed Formal Language Definitions 





Natural Language Concepts 
Nonaffectve Predictive Expectations 


Evaluative Predictive Expectations 


Nonaffective Performance 
Evaluated Performance 


Nonaffective Disconfirmed Expectations 


Evaluated Disconfirmed Expectations 


Classic Ideal 


Formal Language Concepts 


Expected Magnitude Vector (EMV) 
Forecasted Magnitude Vector (FMV) 


Expected Valence Vector (EVV) 
Forecasted Valence Vector (FVV) 


Performance Magnitude Vector (PMV) 
Performance Valence Vector (PVV) 


Disconfirmed Expected Magnitude Vector (DEMV) 
Disconfirmed Forecasted Magnitude Vector (DFMV) 


Disconfirmed Expected Valence Vector (DEVV) 
Disconfirmed Forecasted Valence Vector (DFVV) 


Ideal Magnitude Vector (IMV) 
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The Formal Language System and the Issue of 
Temporal Sequence 


Some of the extensional vagueness associated with natural 
language system definitions of consumer expectations 
involves the temporal relationships among the variables 
composing the disconfirmed expectations theory of con- 
sumer satisfaction. Under the assumption that a causal vari- 
able must precede a caused variable in a temporal 
sequence, the causal sequence described in Figure 1 (for a 
detailed discussion, see Churchill and Surprenant 1982) is 
expectations (Ер) followed by performance (P) followed by 
disconfirmed expectations (Dp) followed by satisfaction 
(S). These relationships can be expressed with the follow- 
ing set of equations: 


(31) Х5-2= i XI? €; 

(32) Xi! = Bs) X[~3+ Ву X37? + €3 
(33) X} = Bai XI? + Ва X37? + Ваз XV! + e, 
where 


Ву = Path coefficients with the first subscript indicating the 
dependent variable and the second indicaung the 
independent variable, 


X|-? = Expectations at time t — 3, 

X47? = Performance at time t — 2, 

X4- ! = Disconfirmed expectations at time t — 1, 
Xj = Satisfaction at time t, and 


£, = Residual term for the equation predicting dependent 
variable i. 


The proposed formal language system facilitates the formal 
recognition of this temporal sequence and facilitates the partial 
formalization of the disconfirmed expectations theory of con- 
sumer satisfaction, thus removing some of the vagueness. 


Temporal sequence vagueness. Existing natural lan- 
guage system discussions are often vague with regard to this 
temporal sequence issue. For example, consider the follow- 
ing conceptual definition of disconfirmed expectations: 


e“In the satisfaction literature, disconfirmation occupies a 
central position as a crucial intervening variable. Discon- 
firmation arises from discrepancies between prior expec- 
tations and actual performance" (Churchill and Sur- 
prenant 1982, p. 492). 


This definition implies that the performance and expec- 
tations concepts composing the disconfirmed expectations 
concept are the same, or equal to, the performance and 
expectations concepts that are specified as predictors of dis- 
confirmed expectations. This is an important conceptual 
definition problem. For example, consider the implication of 
equations 31, 32, and 33 under the assumption that the dis- 
confirmed expectations concept (X47 !) is not theoretically 
distinct with respect to the expectations (X{~ 3) and perfor- 
mance (XJ 2) concepts, that is, 


(34) xy! zX41?-X|-3 

Under this condition, Equation 33 can be expressed as 
(35) Xi-BaXI-? + 3,3-2 + Ваз (X47? - ХР 3) + ка. 
Rearranging the terms in Equation 35 yields 
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(36) X12 (Bai – Вах] 3 + (Baz + Ваз) X47? + 64. 


As demonstrated in Equation 35, under these conditions 
the disconfirmed expectations concept is redundant with 
respect to the expectations and performance concepts and 
therefore disappears as a theoretical concept in the con- 
sumer satisfaction theory. It is important that this theoretical 
distinctiveness issue applies not only to the expectation con- 
cept but also to the performance concept. 

Although natural language system discussions some- 
times recognize the importance of the distinctiveness 
between (1) the expectations and performance concepts and 
(2) the disconfirmed expectation concept, the focus of the 
discussion is often on operational rather than conceptual 
issues. Consider the following: 

"Oliver (1977) has stressed the importance of measuring dis- 
confirmation apart from expectation, as he maintains the con- 
struct has an independent additive effect on satisfaction" 
(Churchill and Surprenant 1982, p. 493). 

“In the traditional paradigm it is difficult to manipulate dis- 
confirmation independently of expectation and performance 
precisely because it is defined as a difference between the two 
variables. That 15, disconfirmation is determined jointly by the 


combination of expectation and performance manipulations" 
(Churchill and Surprenant 1982, p. 493). 


Emphasizing the operational, as opposed to the concep- 
tual, distinctiveness between (1) the expectations and per- 
formance concepts and (2) the expectations and perfor- 
mance components of the disconfirmed expectations con- 
cept places the focus on the physical realm rather than on the 
conceptual or linguistic realms. However, as Equation 36 
demonstrates, the fundamental problem involves conceptual 
distinctiveness rather than a measurement discriminant 
validity issue. The disconfirmed expectation term in Equa- 
tion 36 disappears because of conceptual definition prob- 
lems rather than measurement validity problems. 


Original and retrieved concepts in the formal language 
system. The proposed formal language system involves 
explicitly recognizing the temporal sequence issue by spec- 
ifying original and retrieved expectations and performance 
concepts. Therefore, the formal language concepts facilitate 
the derivation of formal definitions of the disconfirmed 
expected valence vector and the disconfirmed forecasted 
valence vector that are theoretically distinct with respect to 
the forecasted, predicted, and performance valence vectors. 
For example, the following set of expressions represents a 
partial formalization of an expected value-based specifica- 
tion of the disconfirmed expectations theory of consumer 
satisfaction described using equations 31, 32, and 33 in 
terms of proposed valence vector concepts: 


(37) РУУ, = Ву EVV: t€ 
(38) DEVV; = B3,EVV, + ВзРУУ + єз 
(39) 54 = Ви EVV; + ВаРУУ› + D43DEVV; + є 


where equations 37, 38, and 39 are formal language system 
representations of equations 31, 32, and 33, respectively, and 
Ву = Path coefficients with the first subscript indicating 


the dependent variable and the second indicating the 
independent variable, 


РУМ; = Performance valence vector, 
EVV, = Expected valence vector, 
DEVV; = Disconfirmed expected valence vector, 
54 = Satisfaction, and 


€, = Residual term for the equation predicting dependent 
variable i. 


Similarly, the following set of expressions represents a 
partial formalization of a forecasted value—based specifica- 
tion of the disconfirmed expectations theory of consumer 
satisfaction in terms of proposed valence vector concepts: 


(40) РУУ, = Bo | FVV, t€ 
(41) DFVV4 = B3,FVV, + B32PVV> t€3 


(42) S4 = B4;FVV,  B4?PVV» + Bs3DFVV3 + є 


where equations 40, 41, and 42 are formal language system 
representations of equations 31, 32, and 33, respectively; Bij» 
РУМ, 54, and £, are defined in equations 37, 38, and 39; and 


FVV, = Forecasted valence vector and 
DFV V; = Disconfirmed forecasted valence vector. 


It is important to note that the formal language system 
disconfirmed expectations concepts (DEVV4 and DFVV3) 
in equations 38, 39, 41, and 42 are differentiated from the 
formal language system expected, forecasted, and perfor- 
mance valence vectors; consequently, the disconfirmed 
expectations terms in equations 39 and 42 do not disappear 
as in Equation 36. Substituting formal language definitional 
expressions for DEVV3 in Equation 39 yields 


(43) S4 + Ва EVV, + В.2РУУ› + B44(RPVV – REVV) + e4 


where Ву, S4, EVV;, РУМ, and £, are defined in equations 
37, 38, and 39 and 


КРМУ = Retrieved performance valence vector and 
REVV = Retrieved expected valence vector. 


Because the recalled valence vector concepts (RPVV and 
REVV) are conceptually differentiated from the other terms 
in the equation (EVV, and РУМ), the disconfirmed expec- 
tations component of Equation 43 does not disappear as it 
does in Equation 36. Substituting the formal language dis- 
confirmed expression for DFVV3 in Equation 42 yields the 
same result. 

Again, it is important to note that this differentiation 
issue is conceptual, not measurement related. As defined in 
the formal language system, the disconfirmed expectation 
concepts could be measured directly (i.e., perceived discon- 
firmation as in Oliver 1980) or as a calculated difference 
score involving measured RPVV and either REVV or 
RFVV (Le. inferred disconfirmation as in Trawick and 
Swan 1980). 


The Magnitude Valence Concepts and the 
Consumer Satisfaction Model 


The magnitude concepts are congruent with the consumer 
satisfaction model presented in Figure 1 only in situations in 
which all the attributes involved are vector attributes. Con- 
sequently, the magnitude concepts are less general than are 


the valence concepts because they fail to capture the concept 
of an ideal point. This distinction is important when one 
considers some of the natural language system definitions of 
expectations that emphasize a magnitude type of specifica- 
tion as opposed to an evaluative or valence specification 
(e.g., Miller 1977, p. 76). If any of the ideal, utility-maxi- 
mizing attribute levels for any attributes are represented by 
intermediate points along a magnitude continuum, the 
hypothesized monotonic relationship between performance 
and satisfaction does not hold. Moreover, the expected 
monotonic relationship between disconfirmed expectations 
and satisfaction will not hold in these situations. 


Remaining Theoretical Vagueness in the 
Proposed Formal Language Definitional System 


The proposed formal language definitional framework con- 
tinues to exhibit important extensional, and therefore inten- 
sional, vagueness, because discussions of the disconfirmed 
expectations theory of consumer satisfaction are vague with 
regard to the temporal separation of the constructs involved. 
Therefore, the formal language system definitions of 
retrieved expectations concepts continue to be vague regard- 
ing the expectations concept that is being retrieved. Because 
consumer expectations exist along a time continuum and can 
be expected to be changing throughout time, an important 
extensional vagueness issue involves which of the many 
possible expectations concepts existing along this time con- 
tinuum is retrieved. Because the vagueness resides in the 
conceptual (i.e., theoretical) realm, it cannot be removed 
from the formal language system definitions of expectations 
without addressing the vagueness issue in the theory itself. 

The issue becomes more complicated when we examine 
the possibility of conducting longitudinal studies. For 
example, consider a study in which expectations are mea- 
sured four months prior to consumption. Four months later, 
at the point of consumption, the subject is asked to respond 
to questions involving performance and then to questions 
involving disconfirmed expectations. Further assume that 
the concept of disconfirmed expectations is specified using 
the formal language-based definition of retrieved fore- 
casted valence vector. Does an adequate test of the theory 
require that this retrieved forecasted valence vector involve 
the respondents retrieving expectations that existed four 
months ago (i.e., the expectations concept that was mea- 
sured)? Or is it important that the respondent retrieve 
expectations that occurred the instant before consumption? 
In this second case, the retrieved expectation concept and 
the original expectation concept measured four months 
prior to consumption are separated by more factors than the 
theory implies. That is, the disconfirmed expectations 
model expressed with equations 33, 34, and 35 specifies the 
following: 

1. Expectations (X|-?) is a predictor of disconfirmed expecta- 

tions (X47 !). 
2. Disconfirmed expectations (X472) involves a recollection of 
the original (Х| - 3). 
In the second case, the retrieved expectations concept 


does not involve a recollection of the expectations concept 
(Х| 3) used to predict disconfirmed expectations (X3- !) but 
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is rather a recollection of an expectations concept that is not 
actually modeled or measured in the study. 


Conclusions 


AII fields of study tend to begin their theoretical develop- 
ment using natural languages. However, natural language 
systems lack the definitional precision necessary for the 
advancement of theoretically meaningful scientific con- 
cepts; consequently, as a scientific field matures, it becomes 
increasingly necessary to develop formal language sys- 
tem-based definitional frameworks. Marketing is one such 
field. The realms of scientific meaning framework is valu- 
able for assessing the theoretical meaningfulness of market- 
ing concepts and for developing formal language systems 
that can be used in the theory formalization process. It is, 
therefore, a tool that can be used to increase the degree to 
which research and argument in the science of marketing is 
fruitful. It is important to note that the power of the frame- 
work is derived from its ability to isolate theoretical, empir- 
ical, and definitional areas of research activities and issues 
through three realms of scientific meaning. What the frame- 
work enables the researcher to see, however, is that the spec- 
ification of theoretically meaningful definitions of concepts 
is an essential precondition for the development of valid 
operational definitions. Although this relationship might 
seem obvious, it is easily forgotten. For example, Churchill 
(1979) recognizes that the development of valid measures of 
marketing concepts is rooted in specifying the domain of the 
construct. Clearly, theoretically meaningful domain specifi- 
cation is dependent on theoretically meaningful conceptual 
definitions. However, the result of Churchill's article has 
been considerable research by marketing scholars that has 
focused on the physical realm—the realm in which opera- 
tional definitions are developed and analyzed—while often 
ignoring the linguistic and conceptual realms. 

An important issue involving the application of the 
realms of scientific meaning framework is when, in the 
development of a theory or research program, the formal- 
ization process should begin. Our position is that one of 
the purposes of theory formalization is to facilitate theory 
evaluation through theoretical analysis and empirical test- 
ing. Because theory evaluation is likely to take place dur- 
ing all theory-building stages, there are no reasons to 
delay the theory formalization process. First, as noted by 
Hunt (1991), the premature closure argument is without 
merit. Theory formalization does not imply the theory is 
valid but rather facilitates ongoing analysis and empirical 
testing of it. Second, theory formalization does not inhibit 
diversity of theoretical thinking or require that the 
research community agree on a standardized set of for- 
malized conceptual definitions. Rather, the formalization 
process can be expected to enhance debates among 
researchers by facilitating the identification of (1) theoret- 
ically meaningful differences of opinions and (2) theoret- 
ically meaningless differences that are the result of the use 
of ambiguous apd vague concepts in the specification of 
alternative theories. 

The results of the examination of the theoretical mean- 
ingfulness of consumer expectations concepts indicate sev- 
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eral classic problems associated with conceptual definition 
ambiguity, extensional vagueness, and intensional vague- 
ness. Significantly, the lack of conceptual distinctiveness 
found among these concepts, a problem of the linguistic and 
conceptual realms, precludes the development of adequate 
operational definitions that possess discriminant validity in 
the physical realm. However, we propose a formal language 
system of consumer expectations concepts that facilitates 
the partial formalization of the disconfirmed expectations 
theory of consumer satisfaction, which in turn clarifies the 
conceptual distinctiveness among these concepts so that the 
potential theoretical redundancies between (1) expectations 
and performance and (2) disconfirmed expectations are 
eliminated. In addition, the proposed formal language sys- 
tem facilitates the examination of research questions involv- 
ing the comparative explanatory power of alternative expec- 
tations concepts and the degree to which different expecta- 
tions concepts play different roles in consumer behavior 
phenomena. 

Although the formal language system significantly 
reduces much of the identified conceptual definition ambi- 
guity and vagueness associated with existing expectations 
concepts, some potential vagueness remains. For example, 
13 primitive terms are specified in the proposed formal lan- 
guage system. To the degree that these terms lack precise 
meaning among marketing scholars, this proposed formal 
language system will lack precision. 

One important area of continuing extensional vagueness 
is temporal vagueness; current theoretical discussions of the 
disconfirmed expectations theory of consumer satisfaction 
continue to be vague with regard to the precise temporal link- 
ages among the expectations, performance, and disconfirmed 
expectations concepts. Because the vagueness resides in the 
conceptual (i.e., theoretical) realm, it is impossible to remove 
the vagueness from the formal language system definitions of 
expectations without addressing the vagueness issue in the 
theory itself. This issue deserves attention in further studies. 
It is interesting to note that many marketing theories involve 
causal models of temporally ordered, dynamic psychological 
variables. Consequently, temporal vagueness problems simi- 
lar to those associated with the disconfirmed expectations 
theory of consumer satisfaction could be a key source of 
vagueness in many marketing theories. The issue of temporal 
vagueness in marketing theories, therefore, is an important 
issue to address in further theoretical and empirical research. 

Another direction for further research is to explore the 
usefulness of reducing intensional vagueness associated 
with the proposed formal language system; should the sets 
of properties of vague concepts' intensions be expanded? 
Further research might reduce the intensional vagueness 
associated with various expectations concepts by addressing 
the "compensatory attributes" issue. For example, do non- 
compensatory models, such as the lexicographic attitudinal 
model, represent potentially valid descriptions of the way 
expectations affect consumer satisfaction? Additional 
research could involve examining whether consumer expec- 
tations should be assumed to be in active memory during 
postconsumption evaluation. The answers to these types of 
questions have important implications for the conceptual, 
physical, and linguistic realms of scientific meaning. 
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Jehoshua Eliashberg and Steven M. Shugan 


Film Critics: 
Influencers or Predictors? 


Critics and their reviews pervade many industries and are particularly important in the entertainment industry. Few 
marketing scholars, however, have considered the relationship between the market performance of entertainment 
services and the role of critics. The authors do so here. They show empirically that critical reviews correlate with 
late and cumulative box office receipts but do not have a significant correlation with early box office receipts. 
Although still far from any definitive conclusion, this finding suggests that critics, at least from an aggregate-level 
perspective, appear to act more as leading indicators than as opinion leaders. 


Judges, experts, cognoscenti, evaluators, analysts, 

and professional reviewers exist in various product 
and service categories such as books, music, high-technol- 
ogy products, universities, and many consumer durables. 
Critics and their reviews are particularly important in the 
entertainment industry (Handel 1950). Few marketing 
scholars, however, have considered the relationship between 
the market performance of entertainment services and the 
potential role of critics. We explore that relationship here. To 
do so, we examine data from the motion picture industry, 
where reviews are common and film performance is mea- 
sured easily. Although we limit our conclusions to our data, 
we believe our analyses extend beyond that industry. 

As the world shifts to a service economy (Shugan 1994), 
we find enormous growth in the entertainment industry, 
including movies, theaters, music, cable television, home 
videos, and other recreational services. The result is a 
dynamic and growing market. Consider, for example, the 
Time-Warner merger, Seagram's acquisition of MCA, 
Sony's purchase of CBS records, and Disney's establish- 
ment of theme parks in Japan and Paris. New technologies 
(e.g., interactive media, CD-ROM, high-density television, 
digitalization, miniaturization) will change markets dramat- 
ically and present various research challenges. 

Academic research in marketing generally neglects 
these developments as well as the escalating costs associated 
with the production and marketing of entertainment ser- 
vices. The American motion picture industry, for example, 
produces more than 450 feature films exhibited at 25,000 
theater screens (including multiscreen or multiplex theaters) 
in the United States and Canada. Films continue to break the 
record for top box office. In 1993, Jurassic Park grossed 
$330 million domestically and $525 million internationally 


C» and their reviews pervade many industries. 
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in 23 weeks. In that same year, the average production and 
marketing costs of a movie were $30 million and $14 mil- 
lion, respectively. 

Despite their profit potential, many films continue to fail 
to meet studio expectations at the box office (e.g., Water- 
world). Moreover, given the short life cycle of most films, 
the risk in new product development is high (Shugan 1995). 
Studios must seek ways to both enhance the likelihood of 
success and predict failure. Studios are gradually becoming 
aware of the importance of marketing research. However, 
few studies examine these issues and attempt to question 
and improve on existing industry wisdom. 

We consider one important factor—the critics. Our 
objective is to examine the potential role that critics play in 
predicting and influencing the commercial box office perfor- 
mance of motion pictures. Rather than examining individual 
behavior, we focus on the aggregate influence on box office 
revenues, where other factors may overwhelm the effect of 
critical reviews. Consistent with industry wisdom, we gener- 
ally would expect critics to have their greatest influence on 
box office revenues early in the life cycle of a motion picture 
(Burzynski and Bayer 1977), because during that time 
period, other information, such as word of mouth, is less 
available. Although critics could continue to have an impact 
late in the life cycle of a motion picture, we would expect 
word-of-mouth information to outweigh the effect of critics. 

Our analyses of actual box office data suggest that the 
opposite is true. We provide some analysis-based evidence 
suggesting that the aggregate impact of critical reviews on 
actual box office revenues, at the beginning of the movie's 
life, is statistically insignificant. However, our evidence 
suggests that critical reviews significantly correlate with the 
late box office revenue, as well as cumulative receipts. We 
therefore argue that this evidence casts doubt on the prevail- 
ing industry wisdom. Our analyses suggest that critics could 
be less prominent than other factors in motivating moviego- 
ers to attend movies. However, the critical reviews may pro- 
vide a useful forecasting tool for estimating the ultimate 
potential of a motion picture. 
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Some Relevant Literature 


Despite ongoing motion picture—-related research in several 
disciplines, including consumer behavior, communication 
research, and marketing science, little has been done to 
improve our understanding of the role that critics play in 
determining or predicting the commercial box office perfor- 
mance of motion pictures. The following literature high- 
lights this point. 


Research on Consumer Behavior and Movies 


The traditional information-seeking framework is patently 
unsuitable for studying moviegoing behavior. Movies are 
intangible objects consumed for pleasure rather than for the 
maximization of an economic benefit. Holbrook and 
Hirschman, recognizing this fact, propose an experiential 
view of consumption (Hirschman and Holbrook 1982; Hol- 
brook and Hirschman 1982). This view regards consump- 
tion as “а primarily subjective state of consciousness with a 
variety of symbolic meanings, hedonic responses, and aes- 
thetic criteria" (Holbrook and Hirschman 1982, p. 132). The 
experiential perspective involves studying the consequences 
of consumption in terms of the fun, enjoyment, and pleasure 
obtained from the experience. A central concept in the expe- 
riential view is the hedonic response of consumers—the 
configuration of emotional effects such as fantasies, images, 
and arousal obtained from using the products. The resulting 
framework seems particularly suited for movie consump- 
tion, in which the essence of the consumption experience is 
the interaction between the movie and the viewer, known as 
the immediate experience (Austin 1989). Hirschman and 
Holbrook (1982) develop some interesting propositions on 
the role of the "mental-imagery" effort expended by con- 
sumers in hedonic consumption experiences and in deter- 
mining consumption preferences. They propose that con- 
sumers could choose or avoid experiences because they 
wish to either invest or conserve their mental-imaginal 
resources on any consumption occasion. 

Eliashberg and Sawhney (1994) develop a model of the 
moviegoing experience that enables the researcher to predict 
an individual moviegoer's enjoyment level for a movie prior 
to watching it. The model relies on “matching” personality 
characteristics (such as the desire to seek sensational stimu- 
lation) with the emotional content of the movie, which they 
analyze on a scene-by-scene basis. Their model also takes 
into account a person's tendency to undergo mood changes, 
which influence the desire for excitement and arousal at any 
point in time during the movie experience. Although the 
model can predict the individual moviegoer's enjoyment 
prior to watching the movie, it was tested only in a labora- 
tory setting. It requires certain refinements before it can 
become a predictive tool in field settings. 


Research on Empirical Studies on Performance 
of Movies 


Given the enormous amount of investment entailed in pro- 
ducing and marketing movies, it is not surprising that some 
researchers have attempted to predict the box office perfor- 
mance of movies. One approach is to find movie character- 
istics that covary with attendance. Anast (1967) examines 


differential movie appeals as correlates of attendance and 
finds that eroticism and violence correlate positively with 
attendance and adventure correlates negatively. Dodds and 
Holbrook (1988) evaluate the impact of the Academy 
Awards on film revenues and find significant effects of best 
picture, best actor, and best actress awards on post-award 
revenues. А study by Smith and Smith (1986) highlights the 
difficulty involved in conducting longitudinal studies for 
predicting box office performance of movies. They find 
varying signs for the effects of different Academy Award 
types across different time periods, indicating that the rela- 
tive importance of this explanatory variable can change over 
time. Austin (1984) and Austin and Gordon (1987) discuss 
the impact of the Motion Picture Academy of Artists ratings 
on movie attendance and fail to find any significant rela- 
tionship. In summary, there is limited evidence suggesting 
that the Academy Awards and movie genre have some 
impact on film performance, but the predictive power of 
these variables could be poor and appears to be unstable 
over time. 

Another approach to forecasting the ultimate success 
(i.e., box office performance) of motion pictures is based on 
early (one to three) data points. Sawhney and Eliashberg 
(1996) develop a forecasting model (BOXMOD) that is 
based on the premise that the amount of time it takes for a 
moviegoer to go to a movie is the sum of two components: 
(1) time to decide and (2) time to act. The time-to-decide 
component could be related to the nature of the movie's 
reviews, among other possible factors, but the authors do not 
explore this theory. The model is tested mainly for its pre- 
dictive performance, showing accurate results. 

Pursuing a related issue, Radas and Shugan (1995) 
develop a model of seasonality that they apply to the launch- 
ing of 31 motion pictures. Their model is able to capture the 
strong effect of seasonality on motion picture grosses. They 
estimate the actual seasonal pattern for the U.S. motion pic- 
ture industry using data for 673 films and make specific rec- 
ommendations for the timing of the release of motion pic- 
tures. Krider and Weinberg (1996) also discuss issues 
related to the timing of motion picture releases. 


Research on Movie "Experts" and Critic's Reviews 


An old but classic study by Katz and Lazarsfeld (1955) 
attempts to explore the relationship and flow of influence 
between movie "experts" and their advisees. Although the 
study does not focus explicitly on the role of professional 
critics, it is still germane to our present study. Its data sug- 
gest, for example, that “while the movie ‘experts’ of the 
youngest group are still people like themselves, older 
women groups substituted younger women as experts in far 
greater proportion than they name such people as specific 
influential" (Katz and Lazarsfeld 1955, p. 307). The 
authors conclude, on the basis of their study, that *both 
younger and older women seek out movie experts among the 
young, although the final decision may often be modified by 
primary influentials in the movie-going groups who are 
more likely to be in the same age bracket as their groups" (p. 
308). 

Litman (1983) studies, through a multiple regression 
model, the impact of the following variables on the cumula- 
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tive performance of films: adjusted production costs, (pro- 
fessional) critics’ ratings, story type (e.g., science 
fiction/horror), presence of a major distributor, Christmas 
release, presence of an Academy Award nominee, and pres- 
ence of an Academy Award winner. His data set consists of 
movies released theatrically from 1972 to 1978, and his 
dependent variable is the adjusted rentals accruing to the 
distributors. (Rental income refers to that portion of the box 
office receipts that is returned to the film’s distributor after 
the exhibitor’s portion is deducted.) His results indicate that 
the use of major distributors, Christmas release, and the crit- 
ics’ ratings are the three most important predictors of the 
cumulative market performance of a motion picture’s the- 
atrical release. Being interested solely in cumulative box 
office, Litman did not address the influence of critics at dif- 
ferent points in the life cycle of the film. 

Levene (1992) focuses on the University of Pennsylva- 
nia’s student population. Her findings are based on 250 dis- 
tributed surveys, of which 208 were usable. Her question- 
naire does incorporate explicitly critics’ reviews as potential 
opinion leaders. When broken down into students interested 
versus uninterested in art films, the findings show that for 
both groups, acting, plot, subject, and word of mouth from a 
friend are the most important movie attributes in deciding to 
see a film (positive critics’ reviews was ranked tenth in terms 
of importance). In response to the question regarding the rel- 
ative influence of various sources of information on the 
decision of whether to see a movie at the theater, both 
groups ranked theater trailers and television advertisements 
as the two most important sources of information. 

Wyatt and Badger (1984) report a study attempting to 
measure the influence of film reviews on potential and 
actual audiences. The study was designed as a controlled 
laboratory experiment to (1) investigate the effect of the 
review direction (positive, mixed, negative) on interest in a 
film and (2) examine the effect of the review direction on 
postviewing evaluation of a film. As stated by the authors (p. 
877), "the major conclusions of this study are: 


1. Review direction has a significant effect on film interest 
compatible with the direction of the review, but the effect is 
relative. 


2. Review direction has a significant effect on film evaluation 
compatible with the direction of the review, but that effect, 
too, 15 relative. 

3. Subjects can significantly identify review direction, but 
identification is improved when direction is clearly 
distinguished.” 

These findings cast doubt, in the authors’ opinions, “оп 
the ability of negative reviews—which may contain some 
mixed or positive information—to decrease interest signifi- 
cantly over no review or a mixed review. It also casts doubt 
on the ability of positive reviews—which may contain some 
mixed or negative information—to increase interest signifi- 
cantly over a mixed review or no review” (p. 878). In related 
research, Wyatt and Badger (1987) find that nonreviews 
(containing no evaluative adjectives) and positive reviews 
are considered significantly more interesting than mixed and 
negative reviews but not significantly more credible. Relat- 
edly, Buor (1990) finds good or acceptable agreement 
between critics’ ratings of motion pictures reported in two 
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Video Guides for 93.7% of the 3144 movies examined. The 
overall correlation between these ratings is .67, which sug- 
gests that “the critics" evaluations showed sufficient agree- 
ment to be of substantial value to viewers of movies. 

Faber and O’Guinn (1984) find that previews and movie 
excerpts are information sources that are more important 
than mass media advertising, friends’ comments, and critics’ 
reviews. Wyatt and Badger (1990) find that high information 
content in a review raises interest in a film more than a pos- 
itive review. Chang (1975) factor analyzes critic ratings and 
finds three types: elites, auteurists, and entertainers. Wan- 
derer (1987) finds that critics’ tastes are similar to consumer 
tastes as reported in Consumer Union magazine. 

Wallace, Seigerman, and Holbrook (1993) report an 
interesting relationship between critics’ ratings and rental 
income using a sample consisting of 1687 motion pictures 
released between 1956 and 1988. The relationship is U- 
shaped, which suggests that at the lowest rating level, an 
extra rating point actually detracts from the market success 
of a film. At higher levels of quality, the market success of a 
movie increases with the critics’ ratings. Wallace, Seiger- 
man, and Holbrook (1993, p. 11) conclude that "it appears 
that a bad movie has something to gain from being as trashy 
as possible... [For] a good movie, it apparently pays to 
strive for even greater excellence." 

In summary, research evidence on critics’ reviews and 
their effect seems inconclusive. It suggests that the role crit- 
ics (or movie experts) play can be interpreted as influential 
in shaping moviegoers' interest in attending movies (e.g., 
Buor 1990; Katz and Lazarsfeld 1958). It also suggests a 
moderate, and possibly different, impact for positive and 
negative reviews (Wyatt and Badger 1984). Finally, it sug- 
gests that the reviews could indicate only moviegoer tastes 
(e.g., Litman 1983; Wanderer 1970). 


The Industry's Views of Critics’ Reviews 


According to the industry jargon, the term critics refers to 
*persons usually employed by newspapers, television sta- 
tions or other media who screen newly released movies and 
provide their subjective views and comments on the movie 
for the public's information" (Cones 1992, p. 120). On the 
relationship between movies' critics and the studios, Litwak 
(1986, p. 241) notes that, 


As a courtesy, and to ensure that reviews are ready by the 
time a film is released, studios arrange advance screenings 
for critics. However, if negative reviews are expected, the 
studio may decide not to screen a picture, hoping to delay 
the bad news. This annoys critics and may produce partic- 
ularly harsh reviews when the movies ultimately appear. 


This observation suggests that movie critics have the 
potential to shape, to some extent, the box office success of 
a motion picture. It is consistent with the Wall Street Jour- 
nal’s viewpoint proclaiming that “A "Thumbs Up’ Pulls in 
the Audience.” It cites a survey showing that one-third of 
moviegoers see movies because of favorable reviews by crit- 
ics.! The Wall Street Journal concludes that one-third of 
moviegoers surveyed chose films because of a favorable 


1We thank Subrata Sen for bringing the Wall Street Journal arti- 
cle to our attention. 


review. It appears critics have some influence over some 
moviegoers (Palmgreen et al. 1988). 

The "powerful critic theory" belief is also prevalent in 
other industries. Reviews are often thought to make or break 
events such as Broadway plays and fiction books. Travel 
guides and books about business schools, though often 
based on actual data, also convey subjective opinions that 
can create significant concems among those being evalu- 
ated. Many firms believe that critics could be as important to 
a service's success as the quality of the service itself. 

Acceptance of the "powerful critic theory" suggests that 
the marketing efforts of motion picture studios should target 
critics. There are many possible strategies. For examples, 
studios can wine and dine critics at previews. Studios can 
bring out the stars to meet the critics and allow interviews. 
The studios can quote critics—that improves the critic’s rep- 
utation and encourages critics to make favorable comments 
to get their names in film advertisements. Finally, studios 
can avoid inviting uncooperative critics to previews or avoid 
previews entirely. Perhaps it is more important to target crit- 
ics than actual moviegoers; the development of the correct 
marketing strategy, however, depends on the validity of this 
theory. 

This viewpoint has been expressed by one movie mar- 
keting executive: "Critics ... I think we've made them 
important to us. We quote them all the time. We use excerpts 
from their reviews in our advertising. But we're probably 
doing that because we don't have enough confidence in our 
own good work to not use them" (Brouwer and Wright, 
1990, p. 520). 

Although this viewpoint appears to be the prevailing one 
in the industry, Jowett and Linton (1989, p. 70) present a dif- 
ferent conventional wisdom: 


While the producer-distributors would prefer to have good 
critical reviews than bad ones, even the latter will be 
accepted if the audience has good things to tell its peers 
about the movie. Such a discrepancy simply adds support 
to movie-makers’ contention that critics are cultural 
eunuchs who know nothing about the business—let alone 
the art of making movies. 


These arguments also occur in every other industry in 
which critical reviews are present. 


Two Possible Critics' Effects 


Considering the evidence reviewed in the previous section, 
we now identify two possible perspectives on the role of 
critics. First, critics could be opinion leaders who influence 
their audience and, consequently, the commercial box 
office performance of motion pictures. Second, critics 
could be predictors of their respective audiences. We call 
the two views the "influencer" and "predictor" perspec- 
tives, respectively. 

We present these as extreme viewpoints to emphasize 
their difference; critics could be some of both. Our empiri- 
cal analyses investigate which viewpoint better corresponds 
to reality. 


The Critic as Influencer 


A critic could be an opinion leader or influencer (Weiman 
1991). An opinion leader or influencer is a person who is 
regarded by a group, or by other people, as having expertise 
and knowledge on a particular subject. The group considers 
the opinion leader an appropriate source for information and 
advice on the subject (Assael 1984, p. 418). For example, 
Webster (1991) studies the following possible influences on 
consumers’ expectations of quality for medical, legal, den- 
tal, auto-related, laundry, and travel services: past personal 
ехрепепсе, opinion leadership, advertising, and sales pro- 
motion. Her findings indicate that the expected service is 
significantly influenced by the four sources of information. 
In movies, the critic plays a leadership role to his or her sub- 
scribers and consequently to box office revenues. Critics 
review a sneak preview (ie., an early screening of the 
movie) and convey their opinion of the motion picture. Next, 
audiences, influenced by the critics’ opinions, either attend 
or miss the motion picture. Finally, audience attendance 
determines final box office revenues. 

The influencer perspective is popular. Under this per- 
spective, early critics’ reviews can make or break a motion 
picture opening. Eventually, however, word of mouth among 
moviegoers might counterbalance early reviews. 

Movie critics themselves often believe they are influ- 
encers. Some critics state that their reviews reflect a greater 
understanding of the motion picture because they have many 
years of viewing movies. They state that someone with less 
experience, either by less training or less exposure, would be 
unable to write perceptive reviews. The conclusion is that 
uninformed moviegoers should follow critic picks. 

Many studios and distributors assume critics are influ- 
encers. Given that assumption, they attempt to persuade crit- 
ics to be favorable. They treat critics as opinion leaders, and 
they only attempt to influence the review itself. Getting a 
favorable review is, itself, the objective. Therefore, it is 
important to time carefully when critics first see a new film. 


The Critic as Predictor 


Ап alternate view is that the critic is merely a leading indi- 
cator with no significant influence on actual box office rev- 
enues. We call this view the predictor perspective. From 
this perspective, critics merely represent their audiences; 
they predict ultimate success but have little influence. 
Although reviews themselves could influence some movie- 
goers, the reviews primarily produce (valuable) predictive 
information. 

The predictor view suggests that critics’ influence on ini- 
tial box office revenues 15 insignificant. The critics’ reviews, 
however, could predict whether their readers or viewers 
would like the film. Here, critic reviews are predictions 
about whether audiences ultimately will like the film. 
Although the review may have some influence, audiences 
choose films primarily on the basis of other factors such as 
trailers, advertising, word of mouth from a familiar and 
credible source, general publicity, and so on. 

Note that there are two conceivable, but probably indis- 
tinguishable, realities associated with this predictor perspec- 
tive. First, media critics either can learn to express opinions 
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that are representative of their media subscribers or can be 
hired because their opinions already represent media sub- 
scribers. For example, on an episode of NBC's Tonight 
Show, a guest was the former New York City Mayor Ed 
Koch. Along with other activities, he noted that he is a 
movie critic. When challenged to state his qualifications, 
Koch replied that he “didn’t have any special qualifications 
other than his ability to best represent the preferences of his 
readers." 

In the first reality, media hire critics to review movies. 
For example, Cosmopolitan magazine might hire a critic. 
This critic, over time, might learn to write reviews corre- 
sponding to the taste of Cosmopolitan magazine sub- 
scribers. If so, the critic survives, becoming an asset for the 
magazine. If not, the critic becomes less popular, less widely 
read, and eventually replaced. Critics who learn may change 
their opinions after a change in employment. 

The second interpretation of critics as predictors pre- 
sents a more honest critic. Here, Cosmopolitan, for example, 
hires critics whose tastes, it believes, are similar to those of 
its readers. Eventually, surviving critics are actually per- 
fectly representative of the average Cosmopolitan reader. 
Motion pictures liked by Cosmopolitan magazine critics are 
also liked by Cosmopolitan magazine readers. Critics, who 
have consistent opinions, could review only for newspapers 
or magazines whose readers share those opinions. 

We might ask what role reviews play if they have little 
influence on motion picture performance. The answer is that 
the review itself may have value. Witty and interesting 
reviews can provide entertainment. Reviews also can pro- 
vide news. They can act as new product announcements 
informing readers of the recent endeavors of actors, direc- 
tors, and studios. Finally, reviews can provide information 
about the film that directly influences some moviegoers, but 
not always as the critic recommends. А critic, for example, 
could love a film. Despite a glowing review, the information 
in the review such as the cast, the plot, the genre, and the rat- 
ing could dissuade some moviegoers. 


Distinguishing Between the Two 
Perspectives 


Both perspectives have some validity; some critics could 
represent viewers' preferences, and some people could con- 
sider critical reviews when deciding whether to see a film. 
On the average, we expect critics to have some impact on 
moviegoers. However, we wonder whether that impact 
translates to actual box office sales or whether other factors 
overwhelm it. In other words, we attempt to discover 
whether reviews have a discernible impact on actual box 
office receipts. We can provide some insights into the crit- 
ics' role by better understanding the dynamics of box office 
sales patterns. 

The dynamic pattern of a movie's box office receipts 
provides some evidence for potentially distinguishing 
between the two perspectives. Were critics actually to influ- 
ence box office revenues, we would expect that influence to 
govern the dynamics of the process and to be greatest on 
early box office revenues, that is, at the opening of the film. 
At the opening, reviewers should have their greatest poten- 
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tial for influence because little or no word-of-mouth infor- 
mation is available. Early box office revenues depend only 
on reviews, distribution, and advertising. Moreover, for most 
people, the memory of the review is greatest when they first 
see it. 

As more people see the motion picture, the potential 
influence of the critic should diminish, because information 
from other sources becomes available. For example, movie- 
goers who have already seen the motion picture could con- 
vey their opinions. As more people see the film, the relative 
impact of reviews should diminish, because word of mouth 
becomes more prevalent. The reviews still could play a role 
because people either remember the reviews or seek them 
out. However, those who decided to see the movie on the 
basis of the reviews but have not yet had the opportunity 
now might be dissuaded from doing so by word-of-mouth 
information. Similarly, information from friends could per- 
suade some people to see the movie, who had, on the basis 
of early reviewers, decided not to see it.2 

It is difficult, perhaps impossible, to disentangle causal- 
ity from correlation completely. Many factors can influence 
the success or failure of a movie, measured by its box office 
performance. However, a time path does provide some sug- 
gestive evidence. Here, if critics have a significant relative 
influence on moviegoers, their reviews should be correlated 
with early, rather than late, box office revenue. 


Empirical Analyses 


Anecdotal Evidence 


Entertainment publications provide mixed anecdotal evi- 
dence. Sometimes reviews are uncorrelated with eventual 
performance: Some movies received negative reviews yet 
performed well in the box office (e.g., Hook), and some per- 
formed poorly despite positive reviews (e.g., Gettysburg). 

More interesting is the anecdotal evidence on the 
dynamics of the process. Sometimes, reviews are correlated 
with cumulative performance but uncorrelated with open- 
ing box office revenues. Some movies (e.g., Thelma and 
Louise) had mediocre ($4 million) weekend openings 
despite excellent reviews (e.g., Jay Carr said it breathes 
new life into an old genre). However, the reviews correctly 
foretold eventual success ($43 million). Some movies had 
impressive openings despite negative reviews. However, the 
reviews correctly foretold a rapid decline in box office. 
Blown Away, for example, had terrible reviews (only 996 
positive) followed by an impressive weekend opening 
($10.4 million), but grossed only $30 million. Kindergarten 
Cop had a similar opening ($11 million) and eventually 
grossed more than $90 million. However, the reviews cor- 
rectly foretold a short life as well as a rapid decline in the 
box office. À systematic and rigorous analysis should deter- 
mine which case is more typical. 


2We assume that word of mouth involves the movie rather than 
the critic's review. Further research should investigate this issue. 


Predictors Versus Influencers 


Although it is often impossible to disentangle causality and 
correlation completely, we can estimate the correlation 
between critics’ reviews and box office performance for 
each week of a movie's life. Our analyses, therefore, mea- 
sure the potential impact of the reviews on actual box office 
revenues for each week in the movie's life cycle. We have 
already suggested that prevailing industry wisdom predicts 
that the greatest impact is during the first few weeks, 
directly after the review appears. We show empirically, how- 
ever, that the impact is greater during the latter weeks. After 
providing our analyses, we suggest possible interpretations 
of our findings. 


Box Office Data 


We collected a database consisting of a sample of box office 
sales. Our data included box office grosses and number of 
screens data from Baseline, Inc. and Entertainment Data 
Incorporated (EDI). Our data are weekly. To minimize the 


effect of intertemporal factors (e.g., changing economic 
conditions, reviewer tastes, or subscriber bases), we concen- 
trated our data collection during a short time: Most of the 
films used were released in 1991 and early 1992. In our final 
analysis, we only included films for which we had the com- 
plete box office life. 

In Table 1, we provide an illustrative sample of our 
motion pictures, their respective distributors, their primary 
genres, the total cumulative domestic box office in thou- 
sands of dollars, the percentage of total box office enjoyed 
during the first two weeks, and the number of negative and 
positive reviews. We coded all movies' genres consistent 
with classifications provide by Baseline (Monaco 1992), 
which is a data reporting service, and Variety magazine, the 
industry's major trade journal. 


Critics' Review Data 


We obtained movie reviews from Variety magazine, which 
classifies reviews into three categories: "pro," “con,” and 
“mixed.” We call these categories positive, negative, and 


TABLE 1 
Selected Motion Pictures 


CO ___________________________ 


Percentage of 
Cumulative Box Office Number of Number of 
Box Office First Two Negative Positive 
Film Distributor Genre (in $1,000s) Weeks Reviews Reviews 
Terminator 2 TriStar Action 203,347 44.47 5 29 
Robin Hood: Prince of Thieves Warner Bros. Drama 165,114 34.81 18 18 
Wayne's World Paramount Comedy 120,119 27.90 6 17 
Hook TriStar Fantasy 116,347 26.41 6 4 
Kindergarten Cop Universal Action 88,590 36.66 4 10 
The Prince of Tides Columbia Drama 72,020 43.44 8 21 
JFK Warner Bros. Political 69,741 25.27 1 6 
My Cousin Vinny Fox Comedy 50,898 34.22 1 31 
The Rocketeer Buena Vista Fantasy 46,544 46.46 7 20 
Wayne's World 2 Paramount Comedy 46,157 49.87 2 12 
Addams Family Values Paramount Comedy 45,703 79.31 2 25 
Mermaids Orion Comedy 34,874 23.94 10 16 
White Fang Buena Vista Adventure 34,390 32.81 2 4 
Little Man Tate Orion Drama 25,010 13.13 4 6 
The Russia House MGM/UA Spy 22,583 51.19 9 15 
An American Tail—Fievel Goes West Universal Animated 20,206 41.68 1 4 
Only the Lonely Fox Comedy 19,931 72.42 14 13 
House Party 2 New Line Comedy 19,421 61.43 6 6 
Hudson Hawk TriStar Action 16,355 87.89 35 7 
A Kiss Before Dying Universal Crime 14,743 59.79 8 0 
Not Without my Daughter MGM/ Pathe Drama 13,993 57.62 16 5 
All | Want for Christmas Paramount Romance 13,936 58.94 10 4 
American Me Universal Drama 11,318 61.36 4 19 
Shattered MGM Drama 11,087 57.05 2 4 
The Butcher's Wife Paramount Romance 8,946 52.97 12 11 
Havana Universal Drama 8,790 54.20 17 5 
Guilty by Suspicion Warner Bros. Drama 8,424 58.84 2 8 
Black Robe Goldwyn Historical 8,201 21.03 3 8 
Strictly Business Warner Bros. | Romance 7,367 64.12 10 3 
Wild Hearts Can't Be Broken Buena Vista Romance 7,255 75.52 5 19 
Madame Bovary Goldwyn Drama 1,936 39.77 5 6 
The Rapture New Line Drama 1,269 24.82 5 7 
At Play in the Fields of the Lord Universal Drama 1,269 23.24 14 14 
Come See the Paradise Fox Romance 850 23.88 9 9 
The Inner Circle Columbia Romance 544 23.89 3 12 
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mixed. The actual classification of a review is usually 
straightforward because many critics make explicit recom- 
mendations, including an evaluative score (e.g., two out of 
five stars) for the motion picture. 

For each motion picture, we collected reviewer sum- 
maries reported by Variety during the December 
1990-December 1993 time period. The reviews included 
reports of 181 critics. Matching reviews to movies, and 
including only movies with at least one review, we found 
2104 reviews for 172 movies. (All 181 critics did not review 
all 172 movies.) 


Summary Statistlcs 


Our data analysis consisted of several sets of analyses, all of 
which suggest similar conclusions. Here, however, we pre- 
sent only one set of analyses for motion pictures that lasted 
in theaters at least eight weeks. For our sample of 172 
movies, 56 movies lasted at least eight weeks. In Table 2, we 
provide summary statistics for these motion pictures. 

Table 2 reveals several interesting statistics. For exam- 
ple, most critical reviews were positive. Percentagewise, 
4196 of the reviews were positive, 2596 were negative, and 
the remaining reviews were mixed. This finding might sur- 
prise some people who perceive critics as generally negative 
and critical. This is probably because studios blame critics 


for bad reviews but seldom attribute success to good 
reviews. For example, consider the movie Robin Hood: 
Prince of Thieves, most notable because the distributor, 
Warner Brothers, complained that harsh reviews (only 34% 
positive) severely hurt box office revenues. Warner Brothers 
executives believed that reviewers, who disapproved of cast- 
ing decisions, discouraged moviegoers. 


Findings 


To understand the impact of critical reviews on motion pic- 
ture box office performance better, we regressed different 
aggregate measures of reviewers' evaluations (e.g., percent- 
age of positive reviews, number of positive reviews, per- 
centage of negative reviews) on box office performance dur- 
ing different time periods (e.g., box office during the first 
week, box office during the second week) using the 56 
movies described previously. 

In Table 3, we illustrate that the percentages of positive 
and negative reviews are highly correlated. Therefore, to 
avoid severe multicollinearity, we regressed the percentage 
of positive and negative reviews separately on box office 
revenues for each week. We control for both the number of 
reviews and a studio’s (distributor’s) marketing effort (e.g., 
distribution and advertising) by including the total number 
of reviews (i.e., the sum of the positive, negative, and mixed 


TABLE 2 
Motion Pictures and Critic Summary Statistics 
Standard 
Variable Median Mean Deviation 
Film life in weeks . 15.0 13.8 2.6 
Screens (first week) 1122.5 929.0 870.2 
Box office (first week) $3,659,366.5 $7,052,148.0 $9,689,897.0 
Cumulative box office $28,467,405.5 $41,300,989.1 $4,422,290.3 
Total reviews per film 24.0 29.6 19.7 
Percentage of positive reviews 47.3% 47.0% 23.7% 
Percentage of negative reviews 20.0% 24.9% 19.6% 
Percentage of mixed reviews 27.1% 28.1% 13.8% 
Number of Observations = 56 
TABLE 3 
Pearson Correlation Matrix 
Percentage of Percentage of Percentage of 
Positive Reviews Negative Reviews Mixed Reviews Total Reviews 
Percentage of 1.000 Pearson Correlations 
positive reviews (.000) (Significance Level) 
Percentage of —.814 1.000 
negative reviews (.000) (.000) 
Percentage of —.559 —.027 1.000 
mixed reviews (.000) (.845) (.000) 
Total reviews .025 —.020 —.015 1.000 
(.855) (.886) (.912) (.000) 


Bartlett Chi-Square Statistic: 1622 262 
Degrees of Freedom = 6 (.000) 
Number of Observations = 56 
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reviews written about the movie) and number of screens as In Table 5, we show that, for week 1, the percentage of 


independent variables. Note that the critical reviews negative reviews is a less significant (i.e., .111) predictor 
appeared before the release of the motion picture but after than the percentage of positive reviews, (i.e., .074) for that 
the number of screens was determined. week. Moreover, the table shows that the percentage of neg- 

. Tables 4 and 5 contain our regression results for movies ative reviews is a statistically insignificant (at the .05 level) 
with lives of at least eight weeks. We obtained similar results predictor for early weeks (weeks 1—4), but it is a statistically 
for dore m different lives (e.g., movies lasting at least significant predictor of box office performance for later 
nine weeks). 


weeks. The percentage of negative reviews is also a statisti- 
cally significant predictor of the overall box office perfor- 
mance of the motion picture. Thus, both positive and nega- 
tive percentages are statistically significant predictors of the 
cumulative box office for all weeks. 


In Table 4, we show the results of regressing the per- 
centage of positive reviews and the total number of reviews 
on the box office by week. The table shows that the per- 
centage of positive reviews is a statistically insignificant (at 
the .05 level) predictor of box office performance for early 
weeks (weeks 1—4). It is, however, a statistically significant 
predictor of box office performance for later weeks. The Discussion and Managerial 


percentage of positive reviews is also a statistically signifi- Implications 
cant predictor of the overall performance of the motion pic- Р 


ture, measured through its cumulative box office for all The influencer perspective suggests that critics do influence 


weeks. box office revenues. Positive reviews should encourage 

In Table 4, we also show that though the total number of higher early box office revenues, whereas negative reviews 
reviews written and published about a movie is, in general, should ibique 14 lower early box office revenues; They 
not very predictive of the movie’s performance, the total may. Our empirical findings, however, suggest a statistically 
number of reviews is a significant predictor of the first insignificant relationship between critical reviews (i.e., the 
week’s box office performance. The data also suggest that percentage of positive or negative reviews) and box office 
the total number of screens is a significant predictor revenues during the first four weeks following the review. 
throughout the movie’s life cycle. Our empirical findings, therefore, are inconsistent with the 

TABLE 4 


Regression Results for the Percentage of Positive Reviews 
—————— Ó ааа И a a аб =," 


Total 
Number of Total Number 
Multiple R? Percent Positive Reviews of Screens 


(Adjusted (Standardized t-statistic (Standardized t-statistic (Standardized t-statistic Е-Вайо 
Week Multiple R2) Coefficient) (p-value) Coefficient) (p-value) Coefficient) (p-value) (p-value) 
nn 8 А НОАК ДЬ А 


1 .642 .188 1.823 181 2.139 .820 8.155 31.022 
(.621) (.074) (.037) (.000) (.000) 
2 537 .195 1.579 .041 404 .855 7.090 20.120 
(511) (.120) (.688) (.000) (.000) 
3 .537 .163 1.343 .123 1.235 .800 6.744 20.110 
(510) (.185) (222) (.000) (.000) 
4 413 .248 1.844 201 1.809 656 4.980 12.187 
(.379) (.071) (.076) (.000) (.000) 
5 .399 418 3.101 .196 1.770 .625 4.745 11.519 
(.365) (.003) (.083) (.000) (.000) 
6 .387 420 3.096 113 1.014 .667 5.024 10.931 
(.351) (.003) (.315) (.000) (.000) 
7 .333 443 3.122 .058 493 .635 4.578 8.656 
(.295) (.003) (.624) (.000) (.000) 
8 .295 404 2.791 .129 1.086 549 3.875 7.250 
(.254) (.007) (.282) (.000) (.000) 
All AT .306 2.584 148 1.518 .808 6.972 20.911 
(.521) (.013) (.135) (.000) (.000) 


Number of Observations = 56 
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TABLE 5 
Regression Results for the Percentage for Negative Revlews 


Total 
Percent Number of Total Number 
Multiple R? Negative Reviews of Screens 


(Adjusted (Standardized t-statistic (Standardized t-statistic (Standardized t-statistic — F-Ratio 
Week Multiple R?) Coefficient) (p-value) Coefficient) (p-value) Coefficient) (p-value) (p-value) 





1 637 –183 -1.621 .190 2.241 789 8.249 30.412 
(.616) (111) (029) (.000) (.000) 
2 537 –211 —1.563 048 478 829 7.268 20.085 
(.510) (.124) (.635) (.000) (.000) 
3 524 -.081 –604 138 1.366 750 6.600 19.109 
(. 497) (.548) (.178) (.000) (.000) 
4 .389 —.168 -1.117 218 1.942 592 4.668 11.041 
(.354) (.269) (.058) (.000) (.000) 
5 .360 —.368 -2.424 219 1.926 544 4.236 9.768 
(.324) (.019) (.060) (.000) (.000) 
6 378 – 442 –2.960 .130 1.164 .606 4.802 10.554 
(.343) (.005) (.250) (.000) (.000) 
7 355 –524 -3.437 .070 .617 588 4.562 9.525 
(.317) (.001) (.540) (.000) (.000) 
8 282 —413 -2.587 147 1.226 487 3.605 6.799 
(.240) (.013) (.226) (.001) (.001) 
All 539 —313 -2.398 161 1.649 761 6.895 20.306 
(513) (.020) (.105) (.000) (.000) 





Number of Observations = 56 


influencer perspective, which predicts that the greatest influ- screening, and 40% better if the pic had an Oz theatrical 
ence of the review should be during the time immediately release” (Woods 1995, p. 31). Perhaps this executive is con- 
following the review. fusing influence with predictability. 

The predictor perspective suggests that critics’ reviews Indeed, filmmakers tell horror stories about movies 
should be predictive of performance but not necessarily dropped after bad reviews. A source near last year’s produc- 
cause it. We find some support for this perspective. We find tion of MGM/UA’s Sleep with Me says the campaign crum- 
that though critical reviews are uncorrelated with early box bled because of dismal reviews. “The bad reviews of Sleep 
office results, they do tend to correlate with the total cumu- with Me definitely scared the hell out of MGM,” he says. 
lative box office for motion pictures as well as the staying “They simply stopped running the ads, and they had 
power, or “legs,” of the motion picture. Our results are not promised the filmmakers much more support than what was 
entirely conclusive, but they do provide a new empirical given” (Evans and Young 1995, p. 1). 
insight. ; The two perspectives studied here have different mar- 

Many studio executives believe the influencer perspec- keting implications for the motion picture industry as well 
tive. Some studios sponsor television shows, hoping to influ- as for other industries. The distinction between influencer 
ence reviews. Others make direct contact with critics and and predictor is akin to the recognition made by some com- 
attempt to influence them: "Auteur Robert Altman is known panies (e.g., IBM) that their sales force's selling ability can 
as the master of critic manipulation. The helmer has been be quite different from their forecasting ability (Gonik 
known to show rough cuts of his films to reviewers, ostensi- 1978). Our analyses also raise some interesting issues 
bly seeking advice. The critics would then feel that they regarding opinion leaders. For example, one of the prob- 
were part of the creative process, which would influence lems with trying to sway opinion leaders is that some 
their opinion of the film," says one observer (Evans and apparent opinion leaders actually could be leading indica- 
Young 1995, p. 1). tors. In that case, marketing efforts are using methods of 

The conventional wisdom in television programming is persuasion incorrectly rather than methods of observation. 
similar. One report states that a head of programming Searching for opinion leaders could be counterproductive, 
"affirmed the power of critics, saying movies achieved a allowing movies executives to miss the opportunity of find- 
27% ‘better rating if reviewed by critics before their TV ing leading indicators. 
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If critics are influencers, a studio should use them as part 
of the marketing program. For example, studios expect some 
films to get positive reviews (known as critics’ films) and 
others to get negative reviews. Films in the latter category 
include Undercover Blues, Cabin Boy, Son of the Pink Pan- 
ther, Madhouse, Bebe's Kid, Problem Child, and Next of 
Kin. For these films, invoking an influencer perspective sug- 
gests avoiding previews (Sherman 1987) or not inviting 
some critics to the preview. For films with expected positive 
reviews, studios should preview them close to their release 
date to maximize impact. 

In contrast, the predictor perspective encourages pre- 
views far in advance of the release date with possible prod- 
uct (i.e., movie) enhancement implications. Although criti- 
cal reviews might be negative, they could help avoid a dis- 
astrous release by predicting it rather than causing it. In the 
same way that external experts are recruited to assess the 
market demand for a "truly new product" (Kotler 1991), 
movie critics can help determine the appropriate marketing 
budget and positioning strategies for the film. They also can 
predict the eventual potential for the film. For example, 
Warner Brothers declined to allow critics to preview On 
Deadly Ground for fear of negative reviews. The strategy 
did not work, and the movie was unsuccessful at the box 
office. The movie may not have flopped so badly had 
Warner obtained more market research information from, 
among other possible sources, movie critics. Perhaps addi- 
tional editing or significant revisions could have improved 
the film. 

The influencer perspective also suggests using quota- 
tions from critics in the advertising of films for three rea- 
sons. First, the quotations persuade moviegoers to see the 
films. Second, the quotations help publicists gain favor with 
critics, because each quote helps boost the critic's reputa- 
tion. Third, quoting encourages critics to make favorable 
comments to get their name in film advertisements. Some 
critics reportedly send out a series of favorable quotations 
on a newly released movie, hoping one will show up in the 
movie's advertisement and result in more name recognition 
for the critic (Cones 1992). 

: The predictor perspective suggests that quotations may 
be desirable, but that advertising should focus on other 
information. It suggests that trying to influence critics pro- 
vides only small benefits. However, reviews can provide 
valuable predictive diagnostics: 


"When Mel Brooks made High Anxtery, he held a screen- 
ing three days after he finished shooting,” remembers 


Cowan (of public relations firm Rogers and Cowan). “То 
that screening he invited important writers, producers, 
directors, and actors, kind of an elitist-recruited sneak pre- 
view. When the film ended, there was applause. Brooks 
went to the front of the room. He said, ‘Thank you for your 
applause. Now tell me, what do you think is wrong with 
the movie?' He made notes. Later, in the editing, he made 
changes" (Sherman 1987, p. 26). 


The predictor perspective suggests that Mel Brooks per- 
haps listened to the critics for the valuable information they 
provided. It is possible that critics who broadcast or write to 
a particular demographic group might predict the success or 
failure accurately within that group. Correlating subscribers 
demographics to critic reviews could enable prediction of 
which demographic groups or parts of the country will like 
the film and its likely ultimate performance. Hence, the pre- 
dictor perspective suggests that trying to improve a review is 
ineffective. It is analogous to changing a correct weather 
forecast that, of course, has no impact on future weather. 

We study the aggregate influence of critics rather than 
examine individual behavior. We conclude that our box 
office data provide more support for the theory that critics are 
predictors rather than influencers at the aggregate box office 
level. Other factors such as theatrical trailers, release timing, 
and advertising seem to overwhelm the critics' effect at the 
aggregate level. Although our conclusions are preliminary, 
they suggest several clear managerial implications. First, try- 
ing to persuade film critics is merely a distraction. It might 
be far better to focus on the film itself. Second, prescreenings 
should focus on critics who represent particular demographic 
groups. A focus on and analysis of such critics should enable 
studios to use much smaller samples in order to make more 
accurate predictions of motion picture performance. With 
accurate predictive tools, it becomes possible to re-edit 
movies to particular needs. Shooting multiple scenes during 
production could provide additional editing capabilities. 

Our findings suggest considerable room for further 
research. We only examine the aggregate effect of critics. 
Although their aggregate influence might be difficult to 
observe, influence on specific persons could be consider- 
able. Only experimental research can address that issue. 
Moreover, in addition to studying the role of critics, further 
research might address genre-specific predictions and pre- 
dictions during early production. It also could involve exam- 
ining the influence of the property (i.e., the basis for the 
screenplay predictions such as a Broadway play or a best- 
selling novel) on the box office. 
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1. THE MARKETING ENVIRONMENT 


1.1 Consumer Behavior 
See also 39, 44, 71, 72, 84, 85, 86, 90, 97, 98, 101, 110, 111, 113, 
114, 118, 139, 146, 147, 149, 151, 153, 154, 155, 156, 159, 160, 
162, 164, 173, 174, 180, 181, 188, 191, 192, 193, 194, 198, 199, 
208, 210, 214, 229 


The Future of Marriage. Frank F. Furstenberg, American Demo- 
graphics, 18 (June 1996), pp. 34—40. [Trends, Lifestyles, Changes, 
Traditional roles, Sharing of responsibilities, Separation, Advan- 
tages, Disadvantages, Statistical data.] 1 


Fast Food for Thought. Pamela Kasdan, American Demograph- 
ics, 18 (May 1996), pp. 19—21. [Survey, Age groups, Rankings, 
Restaurant location, Quality, Menu selection, Speed, Price, Brand 
name, Children's preference, Cleanliness, Assessment.] 2 


The Reunion Market. Paula Mergenhagen, American Demo- 
graphics, 18 (April 1996), pp. 30—34,52. [Trends, Shared experi- 
ences, Planning, Site selection, Factors, Convenience, Price, Atten- 
dance rates, Databases, Consumer expenditures, Market strategy, 
Statistical data.] 3 


The Rocky Road to Adulthood. Marcia Mogelonsky, American 
Demographics, 18 (May 1996), pp. 26—29, 2—35. [Distinguishing 
between childhood and adulthood, Males, Females, Full-nest 
syndrome, Separation expectations, Reasons, Career plans, 
Examples.] 4 


The Great American Slowdown. John P. Robinson and Geoffry 
Godbey, American Demographics, 18 (June 1996), pp. 42-46, 48. 
[Studies, Demographic characteristics, Perceptions, Stress, Time 
pressures, Changes, Statistical data.] 5 


The Impact of Social Influence and Role Expectations on Shop- 
ping Center Patronage Intentions. Kenneth R. Evans, Tim Chris- 
tiansen, and James D. Gill, Journal of the Academy of Marketing 
Science, 24 (Summer 1996), pp. 208-18. [Literature review, Fish- 
bein and Ajzen model, Hypotheses, Consumer survey, Market seg- 
ments, Referent compliance, Shopping orientations, Retail feature 
preferences, Assessment, Managerial implications, MANOVA.] 6 


Self-Relevance and Purchase Goals: Mapping a Consumer 
Decision. Mark B. Houston and Beth A. Walker, Journal of the 
Academy of Marketing Science, 24 (Summer 1996), pp. 232-45. 
[Literature review, Data collection, Classification of goals into 
means-end categories, Centrality results, Situation, Enduring 
involvement, Statistical analysis.] 7 


А Proposed Model of External Consumer Information Search. 
Jeffrey B. Schmidt and Richard А. Spreng, Journal of the Academy 
of Marketing Science, 24 (Summer 1996), pp. 246—56. [Literature 
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review, Propositions, Variables, Ability, Motivation, Costs, Bene- 
fits, Assessment.] 8 


Affect Intensity and the Consumer's Attitude Toward High 
Impact Emotional Advertising Appeals. David J. Moore and 
William D. Harris, Journal of Advertising, 25 (Summer 1996), pp. 
37-50. [Literature review, Hypotheses, Experiment, TV program 
preferences, Ad enjoyment, Comparisons, Positive and negative 
emotional, Nonemotional, Impacts, Statistical analysis.] 9 


Influences on Adolescent Brand Preferences in the United 
States and Mexico. Bruce D. Keillor, R. Stephen Parker, and Allen 
Schaefer, Journal of Advertising Research, 36 (May/June 1996), 
pp. 47—56. [Literature review; Model presentation; Hypotheses; 
Survey of middle-school students; Comparisons; Sources of infor- 
mation; Low-, mid-range, and high-involvement products; Statisti- 
cal analysis; Implications for advertisers.] 10 


Targeting the Hispanic Market: Comparative Persuasion of TV 
Commercials in Spanish and English. Peter Roslow and J.A.F. 
Nicholls, Journal of Advertising Research, 36 (May/June 1996), pp. 
67—77. [Literature review; Experiment; Hispanic and bilingual 
viewers were more persuaded when they were exposed to commer- 
cials in Spanish, embedded in Spanish television programs.] 11 


Children's Wishful Identification and Parasocial Interaction 
with Favorite Television Characters. Cynthia Hoffner, Journal of 
Broadcasting and Electronic Media, 40 (Summer 1996), pp 

389—402. [Literature review, Personal interviews, Boys, Girls, Atti- 
tudes, Attractiveness, Strength, Humor, Intelligence, Social behav- 
ior, Statistical analysis, Implications.] 12 


Predicting Use of Technologies for Communication and Con- 
sumer Needs. Leo Jeffres and David Atkin, Journal of Broadcast- 
ing and Electronic Media, 40 (Summer 1996), рр. 318—30. [Liter- 
ature review, Diffusion theory, Hypotheses, Consumer survey, Atti- 
tudes, Effects, Demographic characteristics, Communication 
needs, Relationships with technology, Media use and assessments, 
Statistical analysis.] 13 


A Taxonomy of Couples Based on Influence Strategies: The 
Case of Home Purchase. Chankon Kim and Hanjoon Lee, Jour- 
nal of Business Research, 36 (June 1996), рр. 157-68. [Literature 
review, Survey, Categories, Compromising, Wife-driven, Dog- 
matic, Light-influencing, Impacts, Demographic characteristics, 
Sex-role attitudes, Statistical analysis.] 14 


Consumer Household Materials and Logistics Management: 
Inventory Ownership Cycle. Thomas C Boyd and Diane M. 
McConocha, Journal of Consumer Affairs, 30 (Summer 1996), pp. 
21849. [Literature review, Model development, Stages, Pre-acqui- 
sition, Acquisition, Physical possession, Disposition, Application, 
Examples.] 15 


Comparison of Mexican-American and Anglo-American Atti- 
tudes Toward Money. Jose F. Medina, Joel Saegert, and Alicia 
Gresham, Journal of Consumer Affairs, 30 (Summer 1996), pp. 
124-45. [Literature review, Hypotheses, Survey, Attitudes, Scales, 
Dimensions, Power/prestige, Retention/time, Distrust/anxiety, 
Quality, Statistical analysis, Recommendations.] 16 


Trade-Offs Between Purchased Services and Time in Single- 
Parent and Two-Parent Families. Cathleen D. Zick, Jane McCul- 
lough, and Ken R. Smith, Journal of Consumer Affairs, 30 (Sum- 
mer 1996), pp. 1-23. [Literature review, Theoretical model, Sur- 
vey, Comparisons, Meals prepared away from home, Child care, 
Housekeeping, Statistical analysis.] 17 


The Effect of Measuring Intent on Brand-Level Purchase 
Behavior. Gavan J. Fitzsimons and Vicki G. Morwitz, Journal of 
Consumer Research, 23 (June 1996), pp. 1-11. [Literature review, 
Hypotheses, Survey of car buyers, Mere-measurement effects, Pre- 
vious users of a brand, Repurchase rate and brand choice, New 
users of the category, Statistical analysis, Implications.] 18 
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Mental Budgeting and Consumer Decisions. Chip Heath and 
Jack B. Soll, Journal of Consumer Research, 23 (June 1996), pp. 
40-52. [Literature review, Three studies, Model presentation, 
Underconsumption, Categories, Targets, Satiation and income 
effects, Assessment.] 19 


Do Polls Reflect Opinions or Do Opinions Reflect Polls? The 
Impact of Political Polling on Voters’ Expectations, Preferences, 
and Behavior. Vicki G. Morwitz and Carol Pluzinski, Journal of 
Consumer Research, 23 (June 1996), pp. 53-67. [Literature review, 
Hypotheses, Experiments, Evaluations, Effects, Exposure, Belief 
ratings, Voting for the intended candidate, Theoretical and public 
policy implications.] 20 


As the Crow Flies: Bias in Consumers’ Map-Based Distance 
Judgments. Priya Raghubir and Aradhna Krishna, Journal of Con- 
sumer Research, 23 (June 1996), pp. 26—39. [Six studies, Hypothe- 
ses, Spatial perceptions, Memory-based, Stimuli-based, Path angu- 
larity, Path direction, Cognitive heuristics, Statistical analysis.] 21 


Segment Selection by Relationship Strength. Jos M.C Schijns 
and Gaby J. Schroder, Journal of Direct Marketing, 10 (Summer 
1996), pp. 69—79. [Literature review, Hypotheses, Survey of mar- 
keting club members, Customer-relationship matrix, Audit to mea- 
sure relationship strength, Monetary value, Length of relationship, 
Behavioral and psychological variables, Statistical analysis.] 22 


The Role of Emotions in Health Care Satisfaction. Laurette 
Dube, Marie-Claude Belanger, and Elyse Trudeau, Journal of 
Health Care Marketing, 16 (Summer 1996), pp. 45-51. (Study of 
patients, Demographic characteristics, Dimensions, Positive, Situ- 
ation- and other-attributed negative emotions, Clinical factors, Sta- 
tistical analysis, Managerial implications.] 23 


Marketing in Hypermedia Computer-Mediated Environments: 
Conceptual Foundations. Donna L. Hoffman and Thomas P. 
Novak, Journal of Marketing, 60 (July 1996), pp. 50-68. [Litera- 
ture review, Preliminary process model of consumer navigation 
behavior, Flow measurement and consequences, Consumer hetero- 
geneity, Experiential and goal-directed behavior, Assessment, 
Implications.] 24 


A Reexamination of the Determinants of Consumer Satisfac- 
tion. Richard A. Spreng, Scott B. MacKenzie, and Richard W. 
Olshavsky, Journal of Marketing, 60 (July 1996), pp. 15-32. [Lit- 
erature review; Disconfirmation paradigm; Model development 
and testing, Hypotheses; Experiment; Intercorrelations; Desires; 
Perceived performance; Expectations; Congruency; Attribute, 
information, and overall satisfaction; Assessment.] 25 


Modeling Individual Preference Evolution and Choice in a 
Dynamic Group Setting. Murali Chandrashekaran, Beth A. 
Walker, James C. Ward, and Peter H. Reingen, Journal of Market- 
ing Research, 33 (May 1996), pp. 211—23. [Literature review, Per- 
suasive arguments theory, Group polarization, Model presentation, 
Data collection, Sorority members, Cognitive and social process 
variables, Preference formation, Belief change, Statistical analysis, 
Implications.] 26 


The Effect of Charitable Motivations on Charitable Behaviors 
Among the Affluent. Karen Maru File and Russ Alan Prince, 
Journal of Nonprofit and Public Sector Marketing, 4 (No. 1 and 2, 
1996), pp. 21—32. [Literature review, Model presentation, Survey, 
Factors, Altruism, Financial and medical self-interest, Memortaliz- 
ing, Reciprocity, Religious, Social pressure, Statistical analysis, 
Implications.] 27 


Reactance: Implications for Public Sector Marketers. Robert E. 
Wnght and John C. Palmer, Journal of Nonprofit and Public Sec- 
tor Marketing, 4 (No. | and 2, 1996), pp. 3-10. [Literature review, 
Advertising campaigns, Target markets, Choice-restricting mes- 
sages, Effects, High and low threats, Examples.] 28 


Effects of Music in Service Environments: А Field Study. J. 
Duncan Herrington and Louis M. Capella, Journal of Services 
Marketing, 10 (No. 2, 1996), pp. 26-41. [Literature review, Infor- 
mation processing model, Hypotheses, Survey of supermarket 
shoppers, Shopping time, Purchase amount, Positive and negative 
affects, Time pressure, Family size, Musical preference, Assess- 
ment, MANCOVA.] 29 


1.2 Legal, Political and Economic Issues 
See also 36, 39, 86, 174 


Overcoming the Pathology of Litigation: An ADR Primer for 
Executives. Wyatt McDowell and Lyle Sussman, Business Hori- 
zons, 39 (May/June 1996), pp. 23-29. [Alternative Dispute Reso- 
lution, Advantages, Disadvantages, Options, Negotiation, Concili- 
ation, Mediation, Arbitration, Mini-trial, Private judging, Summary 
Jury trial, Guidelines.] 30 


Relaxing the Rules on Food Labels. Beatrice Trum Hunter, Con- 
sumers' Research, 79 (April 1996), pp. 18-21. [Food and Drug 
Administration, Regulation, Reforms, Health claims, Descriptors, 
Revisions, Exemptions, Examples.] 31 


Supplier Relationships and the Trade Secrets Dilemma. 
Michael C. Budden, Michael A. Jones, and Connie B. Budden, 
International Journal of Purchasing and Materials Management, 
32 (Summer 1996), рр. 45—49. [Purchasing agents, Roles, Safety, 
Proprietary information, Risks, Responsibilities, Legal aspects, 
Protection, Guidelines ] 32 


The Other Deregulation. Ray Pospisil, Journal of Business Strat- 
egy, 17 (May/June 1996), pp. 44-49 [Discussion, Open market for 
electricity, Public Utility Regulatory Policies Act, Business con- 
sumers, Households, Competition, Rates, States, Examples.] 33 


Informing Buyers of Risks: Analysis of the Marketing and Reg- 
ulation of АП Terrain Vehicles. Gary T. Ford and Michael B. 
Mazis, Journal of Consumer Affairs, 30 (Summer 1996), pp. 
90-123. [Historical discussion, Content analysis of print advertis- 
ing, 1988 consent decree, Cost/benefit analysis of alternative 
approaches to informing customers about risks.] 34 


Compliance with Agreements in Cross-Cultural Transac- 
tions: Some Analytical Issues. Allan G Thompson, Journal of 
International Business Studies, 27 (Second Quarter 1996), pp. 
375-90. [Literature review, Compliance mechanisms, Differ- 
ences 1n relative importance, Variable operating details, Modifi- 
cations, Assessment.] 35 


1.3 Ethics and Soclal Responsibility 
See also 35, 91, 108, 145, 152, 165 


Predicting the Philanthropic Response of Corporations: 
Lessons from History. Kim Nevin-Gattle, Business Horizons, 39 
(May/June 1996), рр. 15-22. [Social goals, Economic climate, 
Court decisions, Demands for private sector funding, Problems, 
Sectoral interdependence, Assessment.] 36 


Are Big Corporations Bad for Consumers? Don Mathews, Con- 
sumers' Research, 79 (May 1996), pp. 25-27. [Business growth, 
Competition, Innovation, Pricing, Employee compensation, Cus- 
tomer orientation, Examples.] 37 


Global Codes of Conduct. Ken Cottrill, Journal of Business Strat- 
egy, 17 (May/June 1996), pp. 55—59 [Corporate image, Working 
conditions, Congressional hearings, Monitoring, Audits, Consumer 
attitudes, Examples.] 38 


Reflections on Consumer Sophistication and Its Impact on 
Ethical Business Practice. Philip A. Titus and Jeffrey L. Bradford, 
Journal of Consumer Affairs, 30 (Summer 1996), pp. 170—94. [Lit- 
erature review, Product knowledge and ехрепепсе, Quality and 
value assessment, Unsophisticated consumers reward unethical 


business practices and punish ethical business behavior, Public pol- 
icy implications.] 39 


The Impact of Cross-National Carriers of Business Ethics on 
Attitudes About Questionable Practices and Form of Moral 
Reasoning. Bryan W. Husted, Janelle Bunker Dozier, J. Timothy 
McMahon, and Michael W. Kattan, Journal of International Busi- 
ness Studies, 27 (Second Quarter 1996), pp. 391-411. (Literature 
review; Propositions; Survey of students; Results show substantial 
agreement across cultures on twelve personally most objectionable 
practices, while form of moral reasoning varied significantly; US; 
Spain; Mexico.] 


Aggressive and Predatory Pricing: A Framework for Analysis. 
Joseph P. Guiltinan and Gregory T. Gundlach, Journal of Market- 
ing, 60 (July 1996), pp. 87-102. [Discussion, Managerial and pub- 
lic policy issues, Perspectives, Economic- and marketing-oriented, 
Economic sacrifice, Economic sense, Harm to competitors, Con- 
sumer welfare consequences, Assessment.] 41 


Determinants of Corporate Donations to Nonprofits. Laura M. 
Milner, Journal of Nonprofit and Public Sector Marketing, 4 (No. 
1 and 2, 1996), pp. 11-19. (Survey, Donor corporation profile, 
Amounts and forms of donations, Perceptions of volunteerism, 
Preferences, Assessment, Implications.] 42 


Insecurity. Tom Dellecave, Jr., Sales and Marketing Management, 
148 (April 1996), pp. 38—40, 42, 44, 47—48, 50. [Discussion, Tech- 
nology, Corporate secrets, Data, Theft, Foreign threats, Code of 
silence, Management's responsibility, Examples.] 43 


2. MARKETING FUNCTIONS 


2.1 Management, Planning, and Strategy 
See also 30, 38, 43, 75, 76, 78, 79, 80, 82, 92, 93, 96, 99, 100, 102, 
123, 124, 127, 135, 138, 140, 141, 142, 143, 144, 155, 158, 163, 
167, 169, 171, 172, 177, 178, 185, 187, 190, 197, 200, 201, 202, 
205, 206, 215, 218, 221, 228, 230, 232, 234, 235 


How to Manage a Chaotic Workplace. Diane Crispell, American 
Demographics, 18 (June 1996), pp. 50—52. [Trends, Quality comes 
first, Standards of appearance, Work around children, Aging par- 
ents, Information and options, Assessment.] 44 


Organizational Structures for “New World Order? Alan Hur- 
witz, Business Horizons, 39 (May/June 1996), pp. 5-14. [Trends, 
Competition, Strategic collaboration, Information technology, 
Organizational clusters, Joint outcomes, Examples.] 45 


The Dynamics of International Business Negotiations. Arvind 
V. Phatak and Mohammed M. Habib, Business Horizons, 39 
(May/June 1996), pp. 30-38. [Model presentation, Process, Out- 
comes, Effects, Environmental and immediate contexts, Assess- 
ment, Recommendations.] 46 


Forbes, 157 (March 25, 1996), pp. 116—20. [Three articles on com- 
puters/communications, Business growth, Semiconductor industry, 
Costs, Joint ventures, World Wide Web, Pricing, Separating impor- 
tant E-mail from E-mail you should ignore.] 47 


Ruling the Net. Debora Spar and Jeffrey J. Bussgang, Harvard 
Business Review, 74 (May/June 1996), pp. 125-33. [Cyberspace, 
Growth, Rules, Property rights, Commercial transactions, E-Cash, 
Security and enforcement, On-line communities, Assessment.] 48 


Negotiating Successfully in Cross-Cultural Situations. Robert 
Gulbro and Paul Herbig, Industrial Marketing Management, 25 
(May 1996), pp. 235-41. [Literature review, Hypotheses, Survey of 
firms, Success, Failure, Activities, Rapport, Positioning, Evalua- 
tion and persuasion, Compromise, Agreement and review, Esti- 
mated time, Use of external assistance, Firm size, Assessment, 
Managerial implications. ] 49 


The Organizational Buyer Behavior Learning Organization. G. 
Thomas M. Hult and Ernest L. Nichols, Jr., Industrial Marketing 
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Management, 25 (May 1996), pp. 197-207. [Model presentation, 
Propositions, Interviews with managers, Attitudes, Corporate 
learning identity, Market information processing, Purchasing 
process performance, Assessment, Managerial implications.] 50 


Systematic Management of Differential Advantage: A Case 
Study from the Chemical Industry. Des Thwaites, Keith Walley, 
and Steve Foots, Industrial Marketing Management, 25 (May 
1996), pp. 209-22. [Literature review; In-depth interviews with 
employees, customers, and noncustomers; Perceptions; Marketing 
assets; Relative performance; Strategic position; Impact on 
resources; Prioritization; Assessment; UK.] 51 


Motivating the Purchasing Professional. Mark Pagell, Ajay Das, 
Sime Curkovic, and Liane Easton, International Journal of Pur- 
chasing and Materials Management, 32 (Summer 1996), pp. 
27-34. [Model testing, Personal interviews, Purchasing perfor- 
mance improvement, Skill acquisition and use, Effects, Systems, 
Measurement, Compensation, Interactions, Assessment, Manager- 
ial implications. ] 52 


Status and Recognition of the Purchasing Function in the Elec- 
tronics Industry. John N. Pearson, Lisa M. Ellram, and Craig R. 
Carter, International Journal of Purchasing and Materials Man- 
agement, 32 (Spring 1996), pp. 30-36. [Survey of purchasing pro- 
fessionals, Perceptions, Strategic or clencal function, Top manage- 
ment support, Access to information and participation in decision 
making, Nature of other functions’ reporting relationships to pur- 
chasing, Assessment.] 


An Analysis of Contemporary Forecasting in Small Business. 
Robin T. Peterson, Journal of Business Forecasting, 15 (Summer 
1996), pp. 10-12. [Discussion, Survey of small business managers, 
Attitudes, Forecast preparer, Units for which forecasts were pre- 
pared, Time periods, Methods used, Accuracy, Assessment.] 54 


Journal of Business Research, 36 (May 1996), pp. 5-103. [Nine 
articles on entrepreneurship and new firm development, Entrepre- 
neurial intensity, Measuring performance, Informal venture capi- 
tal market, New venture growth, Cooperative arrangements, 
Minorities, International, Market information scanning activities, 
Mega-events.] 55 


Consumer and Nonconsumer Stakeholder Orientation in U.K. 
Companies. Gordon E. Greenley and Gordon R. Foxall, Journal of 
Business Research, 35 (February 1996), рр. 105—16. [Literature 
review, Hypotheses, Survey of stakeholder groups, Effects, Market 
turbulence, Market growth, Competitive hostility, Ease of market 
entry, Technological change, Statistical analysis, Managerial 
implications.] 56 


An Investigation of Relationalism Across a Range of Marketing 
Relationships and Alliances. Joyce А. Young, Faye W. Gilbert, 
and Faye S. McIntyre, Journal of Business Research, 35 (February 
1996), pp. 139—51. (Theoretical discussion, Hypotheses, Survey of 
purchasing professionals and Fortune 500 executives, Constructs, 
Involvement, Formalization, Solidarity, Role integrity, Flexibility, 
Power, Effectiveness, Continuation, Statistical analysis, Manager- 
ial implications.] 57 


Tactical Site Selection. Rick Mullin, Journal of Business Strategy, 
17 (May/June 1996), pp. 26-42. [Corporations, Relocations, Con- 
sultants, Impacts, Needs assessment, Customer orientation, Labor 
skills, Globalization, Change, Corporate image, Examples.] 58 


Do Organizational Practices Matter in Role Stress Processes? 
А Study of Direct and Moderating Effects for Marketing-Ori- 
ented Boundary Spanners. Jagdip Singh, Willem Verbeke, and 
Gary K. Rhoads, Journal of Marketing, 60 (July 1996), pp. 69—86. 
[Literature review, Model presentation, Hypotheses, Survey of 
multinational firms, Impacts, Environments, Procedural, Achieve- 
ment and affective-oriented, Statistical analysis, Managerial impli- 
cations, The Netherlands.] 59 
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Competitor Orientation: Effects of Objectives and Information 
on Managerial Decisions and Profitability. J. Scott Armstrong 
and Fred Collopy, Journal of Marketing Research, 33 (May 1996), 
pp. 188—99. [Literature review, Game theory, Hypotheses, Labora- 
tory experiment, Field study, Firms with competitor-oriented 
objectives were less profitable and less likely to survive than those 
whose objectives were directly oriented to profits.] 60 


Organizational Determinants of Service Employees’ Exercise 
of Routine, Creative, and Deviant Discretion. Scott W. Kelley, 
Timothy Longfellow, and Jack Malehorn, Journal of Retailing, 72 
(Summer 1996), pp. 135-57. [Literature review, Model presenta- 
tion, Hypotheses, Survey of banking and insurance employees, 
Interactions, Formalization, Centralization, Organizational sup- 
port, Invariance testing, Managerial implications.] 61 


Management Competencies for Services Marketing. Audrey 
Gilmore and David Carson, Journal of Services Marketing, 10 (No. 
3, 1996), pp. 39-57. [Literature review, Knowledge, Experience, 
Distinctive expertise for a specific situation, Decision making areas, 
Assessment, Managerial implications and recommendations.] 62 


The Effects of Internal Firm Barriers on the Export Behavior 
of Small Firms in a Free Trade Environment: Evidence from 
NAFTA. Alexandra J. Campbell, Journal of Small Business Man- 
agement, 34 (July 1996), pp. 50-58. [Literature review, Survey, 
Constraints, Distribution, Market research, Managerial and finan- 
cial resources, Risk, Domestic orientation, Management support, 
Product control, Statistical analysis, Canada.] 63 


Parenting Strategies for the Mature Business. Michael Goold, 
Long Range Planning (UK), 29 (June 1996), pp. 358-69. [Dis- 
cussion, Opportunities, Problems, Corporate portfolios, Dedi- 
cated, Mixed, Growth objectives, Contributions to cash flow, 
Assessment.] 64 


Implementing a Strategic Vision—Key Factors for Success. 
Lynda Gratton, Long Range Planning (UK), 29 (June 1996), pp. 
290—303. [Study, Corporate culture, Executive concerns, Risk, Spe- 
cific, Transnational growth, Market shares, Alliances, Costs, Pro- 
ductivity, Customer focus, Innovation, Assessment, Europe.] 65 


Innovate or Evaporate: Creative Techniques for Strategists. 
James M. Higgens, Long Range Planning (UK), 29 (June 1996), 
pp. 370-80. [Discussion, Brainstorming, Storyboarding, Mind 
mapping, Excursion, Checklists, Morphological analysis, Lotus 
blossom, Applications.] 66 


Designing Company-wide Information Systems: Risk Factors 
and Coping Strategies. Albert H. Segars and Varun Grover, Long 
Range Planning (UK), 29 (June 1996), pp. 381-92. [Study of firms, 
Strategic planning, Benefits, Costs, Architectural approach, Levels, 
Conceptual, Logical, Physical, Assessment, Guidelines.] 67 


Knowledge-Based Modelling for Strategic Decisions. Bruce 
Curry, Marketing Intelligence and Planning (UK), 14 (No. 4, 
1996), pp. 24—28. [Expert systems, Criticisms, Qualitative factors, 
Reasoning, Strategic analysis, Application, Computer-based 
SWOT model (strengths, weaknesses, opportunities, threats).] 68 


The Effects of Customer Satisfaction Measurement: The 
Internal Market Versus the External Market. Nigel F. Piercy, 
Marketing Intelligence and Planning (UK), 14 (No. 4, 1996), pp. 
9-15. {Literature review, Survey of manufacturing companies, 
Managerial uses, Internal barriers, Market strategy, Management 
styles, Morale, Participation, Assessment, Managerial implica- 
tions, UK.] 69 


Surviving in a Mature Market. Andy Cohen, Sales and Market- 
ing Management, 148 (May 1996), pp. 62-64, 66. [Market plan- 
ning, Business growth, Market shares, International, Market entry, 
Performance, Profits, Examples.] 70 


2.2 Retailing 
See also 2, 6, 29, 87, 89, 101, 152, 165, 170, 219 


They Complain Because They Care. Tibbett L. Speer, American 
Demographics, 18 (May 1996), pp. 13-14. [Survey, Department 
store shoppers, Complaint behavior, Demographic characteristics, 
Satisfaction, Effects, Customer loyalty.] 71 


Seniors in Stores. Paco Underhill, American Demographics, 18 
(Арп! 1996), pp. 44—48. [Trends, Market segments, Consumer 
expenditures, Market strategy, Personal service, Seating, Lighting, 
Store layout, Examples.] 72 


Journal of Business Research, 35 (March 1996), pp. 179—264. 
[Eight articles on cutting edge research in retailing, Employees as 
customers, Customer portfolio analysis, Spending and patronage 
satisfaction, Organizational legitimacy, Employee performance 
cues, Augmented retail services, Shopping ceater image, Manag- 
ing customer equity.] 73 


VICS at 10: Targeting the Entire Supply Chain. Julie Ritzer 
Ross, Stores, 78 (June 1996), pp. 58—59. [Information systems, Vol- 
untary Inter-industry Commerce Standards, Objectives, Floor-ready 
merchandise, Product information movement, Logistics, Merchant 
issues, Direct-to-customer methodologies, Assessment. } 74 


2.3 Channels of Distribution 
See also 22, 32, 74, 87, 123, 142, 166, 215 


Assessing the Franchise Option. Surinder Tikoo, Business Ноп- 
zons, 39 (May/June 1996), pp. 78-82. [Comparative analysis, 
Company-owned outlets, Resource constraints, 
Specialization/functional benefits, Monitoring costs, Promotion 
efficiencies, Risk management, Product-market characteristics, 
Fully franchised and mixed systems.] 75 


Relationship Appraisal: À Route to Improved Reseller Channel 
Performance. Stuart A. Hammer-Lloyd, Industrial Marketing 
Management, 25 (May 1996), pp. 173—85. [Literature review, Data 
collection, Manufacturers, Distributors, Comparisons, Perspec- 
tives, Attribute ratings, Criteria, Business planning, Financial per- 
formance, Sales development, Assessment.] 76 


Predicting Preferences: An Examination of Agent Learning. 
Patricia M. West, Journal of Consumer Research, 23 (June 1996), 
pp. 68—80. [Literature review, Model proposal, Hypotheses, Two 
experiments, Information theory, Effects, Feedback, Informative, 
Uninformative, Predictive accuracy, Statistical analysis.] 77 


Collaborative Communication in Interfirm Relationships: 
Moderating Effects of Integration and Control. Jakki J. Mohr, 
Robert J. Fisher, and John R. Nevin, Journal of Marketing, 60 (July 
1996), pp. 103-15. [Literature review; Model development; 
Hypotheses; Survey of computer dealers; When levels of integra- 
tion or manufacturer control are high, the effect of collaborative 
communication on channel outcomes is weaker than when integra- 
tion or control is low.] 78 


Outcome-Based and Behavior-Based Coordination Efforts in 
Channel Relationships. Kirti Sawhney Celly and Gary L. Frazier, 
Journal of Marketing Research, 33 (May 1996), pp. 200—210. [Lit- 
erature review, Model presentation, Hypotheses, Survey of indus- 
trial distributors, Effects, Environmental uncertainty, Supplier 
familiarity with distributor markets, Supplier replaceability and 
resource constraints, Distributor expenence and value added.] 79 


An Empirical Test of a Model of Franchisee Job Satisfaction. 
Kimberley A. Morrison, Journal of Small Business Management, 
34 (July 1996), pp. 27-41. [Literature review, Survey, Effects, Per- 
sonality dimensions, Subjective well-being, Job characteristics, 
Statistical analysis, Managerial implications.] 80 


Global Marketing Challenges and Opportunities for Manufac- 
turers’ Representatives. Manlyn Stephens, Rodney L. Carlson, 
and J. Donald Weinrauch, Marketing Intelligence and Planning 


(UK), 14 (No. 5, 1996), pp. 25-30. (Discussion, Hypotheses, Sur- 
vey of manufacturers’ reps, Perceptions and previous experiences, 
International expansion, Size of firm, Assessment, ANOVA.] 81 


2.4 Physical Distribution 
See also 15, 74, 166 


The Role of Context and Structure in Radical and Incremen- 
tal Logistics Innovation. Richard Germain, Journal of Business 
Research, 35 (February 1996), pp. 117-27. [Literature review, 
Hypotheses, Survey of manufacturers, Relationships, Innovation 
costs and radicalness, Organizational structure, Size, Environ- 
mental uncertainty, Specialization, Decentralization, Statistical 
analysis.] 82 


The Stochastic Economic Lot Scheduling Problem: Cyclical 
Base-Stock Policies with Idle Times. Awi Federgruen and Ziv 
Katalan, Management Science, 42 (June 1996), pp. 783—96. [The 
authors propose a class of production/inventory strategies for sto- 
chastic ELSPs and describe how a strategy which minimizes hold- 
ing, backlogging, and setup costs within this class can be deter- 
mined and evaluated.] 83 


2.5 Pricing 
See also 41, 164 


The Price of Safety. William Boulding and Devavrat Purohit, Jour- 
nal of Consumer Research, 23 (June 1996), pp. 12-25. [Theoretical 
model, Hypotheses, Willingness to pay, Market valuation of 
antilock brakes and airbags, Specification and estimation of a hedo- 
nic price equation, Robustness checks, Statistical analysis.] 84 


Limited Choice Sets, Local Price Response, and Implied Mea- 
sures of Price Competition. Bart J. Bronnenberg and Wilfried R. 
Vanhonacker, Journal of Marketing Research, 33 (May 1996), pp. 
163-73. [Literature review, Two-stage choice process model, Data 
collection, Validation, Brand level analysis, Competitive clout and 
vulnerability, Assessment.] 85 


Do Consumers Overgeneralize One-Sided Comparative Price 
Claims, and Are More Stringent Regulations Needed? Cornelia 
Pechmann, Journal of Marketing Research, 33 (May 1996), pp. 
150-62. [Model presentation, Court decisions, Hypotheses, Data 
collection, Computer simulated search, Inferences, Advertising, 
Brand ratings, Concrete versus overall prices, Disclosures, Statisti- 
cal analysis, Public policy implications.] 86 


Price Competition in a Duopoly Common Retailer Channel. 
S. Chan Choi, Journal of Retailing, 72 (Summer 1996), pp. 
117-34. [Literature review, Propositions, Model presentation, 
Stackelberg equilibrium solutions, Effects, Manufacturers, Chan- 
nel leadership, Product/store differentiation, Assessment, Man- 
agerial implications.] 87 


Increased Consumer Sales Response Through Use of 99-End- 
ing Prices. Robert M. Schindler and Thomas M. Kibarian, Journal 
of Retailing, 72 (Summer 1996), pp. 187—99. [Literature review, 
Hypotheses, Experiment, Catalogs, Comparisons, 88- and 00-end- 
ing conditions, Assessment ] 88 


Beyond Discounting. Susan Reda, Stores, 78 (May 1996), pp. 
24—26. [Economic conditions, Effects, Shopping patterns, Niche 
marketing, Down-market strategy, Examples.] 89 


2.6 Product 
See also 10, 13, 18, 31, 47, 48, 85, 110, 126, 130, 144, 146, 160, 
212, 217, 231, 232 


Evoked Set: Myth or Reality? John V. Petrof and Naoufel 
Daghfous, Business Horizons, 39 (May/June 1996), pp. 72-77. 
[Experiment, Socioeconomic characteristics, Product categories, 
Memory, Brand preferences, Consumers have become less 
name-conscious.] 90 
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Innovative Food Packaging. Beatrice Trum Hunter, Consumers’ 
Research, 79 (May 1996), pp. 23-24. [Discussion, Convenience, 
Technological advances, Applications, Costs, Nutrition, Safety, 
Consumer awareness, Assessment.] 91 


Discover Your Products’ Hidden Potential. Ian C. MacMillan 
and Rita Gunther McGrath, Harvard Business Review, 74 
(May/June 1996), pp. 58-60, 62, 66, 68, 70-73. [Discussion, 
Matrix, Attribute, Categorization, Evaluation, Applications, Con- 
tinuous reconfiguration, New product planning.} 92 


A Framework for Purchasing and Integrated Product Teams. 
David J. Murphy and Michael E. Heberling, International Journal 
of Purchasing and Materials Management, 32 (Summer 1996), pp. 
11-19. [Discussion, Cross-functional, Goals, Organizational 
approaches, Development, Implementation, Problems, Assess- 
ment, Guidelines, Case studies.] 93 


Video Dialtone Network Architectures. Richard Cordero and Jef- 
fery K. Joles, Journal of Business Forecasting, 15 (Summer 1996), 
pp. 16-22. [Discussion, Asymmetrical Digital Subscriber, Hybrid 
Fiber/Coaxial, Fiber-to-the-Curb, Dial-up access via leased digital 
lines, Assessment, Managerial implications.] 94 


Market Orientation and Innovation. Kwaku Atuahene-Gima, 
Journal of Business Research, 35 (February 1996), pp. 93-103. 
[Literature review, Hypotheses, Survey of manufacturing and ser- 
vices firms, Measures, Product newness to customers and to the 
firm, Innovation marketing and technology, Product advantage, 
Interfunctional teamwork, Market success, Project impact perfor- 
mance, Path analysis, Australia] 95 


New Product Development Cycle Time: The Influence of Pro- 
ject and Process Factors in Small Manufacturing Companies. 
Douglas W. LaBahn, Abdul Ali, and Robert Krapfel, Journal of 
Business Research, 36 (June 1996), pp. 179—88. [Literature review, 
Model presentation, Study of 188 new product development pro- 
jects, Effects, Outcome-based performance assessment, Nontech- 
nical outside assistance, Market growth, Product innovativeness, 
Statistical analysis, Managerial implications.] 96 


Age, Product Nutrition, and Label Format Effects on Consumer 
Perceptions and Product Evaluations. Scot Burton and J. Craig 
Andrews, Journal of Consumer Affairs, 30 (Summer 1996), pp. 
68-89. [Discussion, Experiment, Interactions, Nutrition attitudes 
and information awareness, Purchase likelihood, Label understand- 
ability, Nutrient accuracy, Statistical analysis, Implications.] 97 


Can Package Size Accelerate Usage Volume? Brian Wansink, 
Journal of Marketing, 60 (July 1996), pp. 1-14. [Four laboratory 
studies and a final study in a laundromat; Large packages of famil- 
iar, branded products encourage more use than do small packages; 
Implications.] 98 


The Role of Salary and Incentives in the New Product Func- 
tion. Laurence P. Feldman, Journal of Product Innovation Man- 
agement, 13 (May 1996), pp. 216—28. [Survey of new product pro- 
fessionals, Income levels, Variables, Education, Product/market, 
Roles, Characteristics of the position held, Multivariate regression 
model, Performance-based compensation, Cross-functional teams, 
Assessment.] 99 


Integrating R&D and Marketing: А Review and Analysis of the 
Literature. Abbie Griffin and John R. Hauser, Journal of Product 
Innovation Management, 13 (May 1996), pp. 191-215. [Compara- 
tive analysis, Effects, Cooperation, Communication, Models, 
Hypotheses, Causal map, Dimensions, Situational, Structural, 
Process, Outcome, Methods to achieve functional integration.] 100 


Household Store Brand Proneness: A Framework. Paul S. 
Richardson, Arun K. Jain, and Alan Dick, Journal of Retailing, 72 
(Summer 1996), pp. 159-85. [Literature review, Hypotheses, 
Model testing and revision, Survey of shoppers, Perceptions, 
Value, Risk, Quality variation, Extrinsic cues, Familiarity, Intoler- 


84 / Journal of Marketing, April 1997 


ance of ambiguity, Socioeconomic variables, Statistical analysis. ] 
101 


Pioneer Advantage: Is It Real? Does It Matter? Dennis J. Cahill, 
Marketing Intelligence and Planning (UK), 14 (No. 4, 1996), pp. 
5-8. [Literature review, Market entry, How imitators surpass pio- 
neers, Defense, Innovation, Impacts, Lag between introduction and 
market acceptance.] 102 


2.7 Sales Promotion 
See also 98, 147 


Business Marketing, 81 (June 1996), pp. T-1—T-7. [Six articles on 
trade show exhibitions, Trends, Sales prospecting, Customer needs, 
Modular booth solution, Effectiveness, Market research, Interna- 
tional, Integrated marketing, Creative, Guidelines.] 103 


Business Marketing, 81 (April 1996) pp. B-1—B-7. [Six articles on 
trade show exhibitions, Studies, Market strategy, Comparisons, 
Advertising, Direct mail, Electronic lead management systems, 
Technological presentation tools, Planning, Guidelines.] 104 


The Evaluation of Non-Selling Activities at British Trade 
Exhibitions: An Exploratory Study. Jim Blythe and Tony 
Rayner, Marketing Intelligence and Planning (UK), 14 (No. 5, 
1996), pp. 20-24. [Literature review, Interviews with UK man- 
agers, Reasons for exhibiting, Objectives, Sales prospecting, Per- 
formance evaluation, Costs, Non-selling activities were very low 
on a list of priorities.] 105 


2.8 Advertising 
See also 9, 10, 11, 12, 13, 24, 28, 34, 86, 88, 104, 145, 153, 159, 
160, 164, 168, 187, 193, 203, 211, 216, 219, 229 


Business Marketing, 81 (May 1996), pp. M-1—M-7. [Five articles on 
internet marketing, Costs, Web development, Software packages, 
Manufacturers, Corporate image, Market research, Examples.] 106 


Practical Tips to Measure Advertising's Performance. Jack 
Edmonston, Business Marketing, 81 (April 1996), pp. 26—27. [Dis- 
cussion, Stages, Awareness, Comprehension, Preference, Trial, 
Satisfaction, Market research, Consumer panels, Focus groups, 
Inquiries, Examples.] 107 


What's Wrong with Informercials? Kevin Blake, Consumers’ 
Research, 79 (April 1996), pp. 10-14. [Direct response television, 
Formats, Effectiveness, Viewer deception, Claims, Media costs, 
Information superhighway, Projections.] 108 


Factors of Media Selection for International Markets: A Study 
of U.S.-Based Advertising Executives. Ali Kanso, International 
Journal of Commerce and Management, 8 (No. 4, 1995), pp. 
95—113. [Literature review, Hypotheses, Survey, General factors, 
Specific non-domestic, Statistical analysis, Recommendations.] 
109 


Male Nudity in Advertisements: A Modified Replication and 
Extension of Gender and Product Effects. Penny M. Simpson, 
Steve Horton, and Gene Brown, Journal of the Academy of Mar- 
keting Science, 24 (Summer 1996), pp. 257—62. [Literature review; 
Experiment; Respondent gender and dress level of the model sig- 
nificantly affect measures of mood, attitudes toward the advertiser, 
ad, and brand.] 110 


The Impact of Direct Marketing Appeals on Charitable Mar- 
keting Effectiveness. Gerald E. Smith and Paul D. Berger, Journal 
of the Academy of Marketing Science, 24 (Summer 1996), pp. 
219-31. [Discussion, Behavioral decision research, Hypotheses, 
Experiment, Effects, Suggested anchor point, Factual/statistical 
and narrative/experiential information, Framing valence, Assess- 
ment, Managerial implications.] 111 


The Information Content of Advertising: A Meta-Analysis. 
Avery M. Abernethy and George R. Franke, Journal of Advertising, 
25 (Summer 1996), pp. 1—17. [Literature review, Relevant studies, 


Resnik-Stern approach, Influence of substantive and methodologi- 
cal variables, Effects, Media type, Country economic development, 
Product category, Assessment, ANCOVA.] 112 


Exploring the Construct of Organization as Source: Con- 
sumers’ Understandings of Organizational Sponsorship of 
Advocacy Advertising. Eric Haley, Journal of Advertising, 25 
(Summer 1996), pp. 19—35. [Literature review, Interviews with 
consumers, Evaluation criteria, Message variables, Receiver char- 
acteristics, Source credibility effects, Perceptions, Organization, 
Issues, Self, Assessment.] 113 


Increasing Brand Name Recall in Print Advertising Among 
Asian Consumers. Siew Meng Leong, Swee Hoon Ang, and Lai 
Leng Tham, Journal of Advertising, 25 (Summer 1996), pp. 65—81. 
[Literature review, Hypotheses, Experiment, Effects, Pictures, 
Consumer information processing level, Ad meaning, Ad exposure, 
Interactions, Assessment, Implications, ANOVA.] 114 


Attitudes Toward Advertising in Islam. Safran S. Al-Makaty, G. 
Norman Van Tubergen, S. Scott Whitlow, and Douglas A. Boyd, 
Journal of Advertising Research, 36 (May/June 1996), pp. 16–26. 
[Literature review, Data collection, Q-methodology, Perceptions, 
Effects, Cultural beliefs, Economic development, Statistical analy- 
sis, Implications.] 115 


Global Advertising Which Acts Locally: The IBM Subtitles 
Campaign. Wayne R. McCullough, Journal of Advertising 
Research, 36 (May/June 1996), pp. 11—15. [Market-based commu- 
nications measurement system, Worldwide tracking, Attribute 
dimensions, Advantages, Case study.] 116 


Consistent Advertising Evaluation from Multi-Country Incon- 
sistent Data Sets. Robert D. Meyers, Journal of Advertising 
Research, 36 (May/June 1996), pp. RC- 1-RC-5. [Discussion, Fac- 
tors, Population characteristics, Product categories and the devel- 
opment of brands, Country infrastructure relating to transportation 
and communication, Cultural aspects, Example.] 117 


Interactive Effects of Presentation Modality and Message-Gen- 
erated Imagery on Recall of Advertising Information. H. Rao 
Unnava, Sanjeev Agarwal, and Curtis P. Haugtvedt, Journal of 
Consumer Research, 23 (June 1996), pp. 81—88. [Literature review, 
Hypotheses, Two experiments, Impacts, Reading, Listening, Lev- 
els of visual imagery, Print and audio presentations, Assessment.] 
118 


Ап Exploratory Study of Bingo Card Use in Consumer Maga- 
zines. David C. Carlson and Karen A. Loveland, Journal of Direct 
Marketing, 10 (Summer 1996), pp. 61—68. [Literature review, 
Reader information service cards, Surveys of advertisers and 
media, Effect on magazine choice, Usage rates, Response to 
requests, Assessment. ] 119 


Color Makes a Better Message. Lyn Dally Geboy, Journal of 
Health Care Marketing, 16 (Summer 1996), pp. 52-54. [Discus- 
sion; Communication; Market strategy; Benefit-focus; Audi- 
ence, product or service, medium, and budget considerations; 
Examples.] 120 


Sensation Seeking and the Effectiveness of Physical and Social 
Threat Drug Prevention PSA Messages. Denise D. Schoenbach- 
ler, Rick E. Ridnour, and Kris Humes, Journal of Nonprofit and 
Public Sector Marketing, 4 (No. 1 and 2, 1996), рр. 51-73. [Dis- 
cussion, Target markets, Hypotheses, Experiment using high 
school students, Attitudes, Behavioral-intent, Interaction effects, 
Assessment, ANOVA.] 121 


Allocating the Promotional Budget: Revisiting the Advertising 
and Promotion-to-Sales Ratio. David Stewart, Marketing Intelli- 
gence and Planning (UK), 14 (No. 4, 1996), pp. 34—38. [Model 
evaluation and modification, Data collection, Variables, Market 
share, Market growth, Interactions, Regression analysis, Automo- 
bile industry, Canada.] 122 


2.9 Personal Selling 
See also 131, 132, 134, 136, 161 


The Salesperson's Role Clarity and Task Clarity in Direct 
Marketing. Christophe Fournier, Journal of Direct Marketing, 10 
(Summer 1996), pp. 8-17. [Literature review, Hypotheses, Survey 
of salespeople, Effects, Demographic characteristics, Organiza- 
tional variables, Feedback, Information, Participation, Statistical 
analysis, Managerial implications.] 123 


Examining the Role of Organizational Variables in the Sales- 
person Job Satisfaction Model. Emin Babakus, David W. 
Cravens, Mark Johnston, and William C. Moncrief, Journal of Per- 
sonal Selling and Sales Management, 16 (Summer 1996), pp. 
33-46. [Model testing, Survey of salespeople, Effects, Compensa- 
tion, Training, Organizational support, Intrinsic motivation, Role 
ambiguity and conflict, Performance, Met expectations, Organiza- 
tional commitment, Propensity to leave, Statistical analysis.] 124 


Salesforce Socialization Tactics: Building Organizational Value 
Congruence. E. Stephen Grant and Alan J. Bush, Journal of Per- 
sonal Selling and Sales Management, 16 (Summer 1996), pp. 
17-32. [Literature review, Hypotheses, Survey of salespeople, 
Variables, Collective, Formal, Sequential, Fixed, Serial, Investi- 
ture, Multiple regression analysis, Managerial implications.] 125 


Exploring the Relative Effects of Salesperson Interpersonal 
Process Attributes and Technical Product Attributes on Cus- 
tomer Satisfaction. Michael A. Humphreys and Michael R. 
Williams, Journal of Personal Selling and Sales Management, 16 
(Summer 1996), pp. 47—57. [Literature review, Hypotheses, Survey 
of buyers, Effects, Training, Motivation and evaluation, Pair-wise 
correlation and multiple regression analysis.] 126 


À Model of Financial Securities Salespersons' Job Stress. 
Daniel Cameron Montgomery, Jeffrey G. Blodgett, and James H. 
Barnes, Journal of Services Marketing, 10 (No. 3, 1996), pp. 
21—38. [Literature review; Hypotheses; Survey of stockbrokers; 
Effects; Individual characteristics; Organizational factors; Role 
conflict, ambiguity, and overload; Assessment; Managerial impli- 
cations and recommendations.] 127 


Why the Bad Rap? Charles Butler, Sales and Marketing Manage- 
ment, 148 (June 1996), рр 58-66. [Historical discussion, Sales- 
people, Stereotypes, Impacts, Training, Organizational structure, 
Examples.] 128 


Rustling Up Big Business. Barry J. Farber, Sales and Marketing 
Management, 148 (May 1996), pp. 34-35. [Large accounts, Sales 
prospecting, Approaches, Apply patience and persistence, Building 
relationships, Sell from the top down, Referrals, Making an 
impression, Assessment.] 129 


2.10 Sales Management 
See also 70, 103, 104, 105, 124, 125, 126, 127, 128, 129 


The Impact of Sales Management Changes on New Product 
Success. Linda Rochford and Thomas R. Wotruba, Journal of the 
Academy of Marketing Science, 24 (Summer 1996), pp. 263—70. 
[Literature review, Hypothesis, Survey of sales managers, Effects, 
Organizational characteristics, Training, Quotas, Compensation, 
Supervision and motivation, Sales support, Statistical analysis, 
Managerial implications.] 130 


How Does Sharing a Sales Force Between Multiple Divisions 
Affect Salespeople? Ravipreet S. Sohi, Daniel C. Smith, and 
Neil M. Ford, Journal of the Academy of Marketing Science, 24 
(Summer 1996), pp. 195-207. [Literature review, Model presen- 
tation, Hypotheses, Effects, Role conflict and ambiguity, Work 
satisfaction, Financial and nonfinancial performance, Moderat- 
ing role of formalization and centralization, Statistical analysis, 
Implications.] 131 
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Some Assumptions about the Effectiveness of Sales Training. 
Alan J. Dubinsky, Journal of Personal Selling and Sales Manage- 
ment, 16 (Summer 1996), pp. 67—76. [Literature review, Survey of 
salespeople, Factors, Relationships, Positive, Negative, Programs, 
Assessment, Recommendations. ] 132 


Sales Certification Programs. Earl D. Honeycutt, Jr., Ashraf M. 
Attia, and Angela R. D’Auria, Journal of Personal Selling and 
Sales Management, 16 (Summer 1996), pp. 59-65. [Survey of 
sales and marketing managers, Attitudes, Benefits, Comparisons, 
Programs, Preferences, Assessment, Implications.] 133 


Leadership, Decision Making and Performance of Sales Man- 
agers: A Multi-Level Approach. Frederick A. Russ, Kevin M. 
McNeilly, and James M. Comer, Journal of Personal Selling and 
Sales Management, 16 (Summer 1996), pp. 1-15. [Literature 
review; Model presentation; Hypotheses; Survey of sales reps, 
first-level managers and their superiors; Management styles; Sales 
force job attitudes; Statistical analysis; Managerial implications.] 
134 


А National Footing. Andy Cohen, Sales and Marketing Manage- 
ment, 148 (Арп! 1996), pp. 76-80. [Customer-supplier relations, 
National account management programs, Manager qualifications, 
Compensation plans, Success, Guidelines.] 135 


Small World, Big Challenge. Andy Cohen, Sales and Marketing 
Management, 148 (June 1996), pp. 68-70, 72-73. [Training for- 
eign-born and foreign-based salespeople, Customer orientation, 
Long-term partnerships, Value, Cultural differences, Examples, 
Many countries.] 136 


Negotiating Their Way to the Top. Joseph Conlin, Sales and 
Marketing Management, 148 (April 1996), pp. 56-58, 60, 62. 
[Customer relations, Strategies, Avoid price, Build credibility, 
Plan effectively and early, Manage information, Concessions, 
Assessment.] 137 


3. SPECIAL MARKETING APPLICATIONS 


3.1 Industrial 
See also 32, 43, 49, 50, 51, 52, 53, 57, 69, 76, 79, 81, 82, 83, 93, 
95, 96, 106, 158, 167, 169 


Achieving Competitive Advantage Through Group Technology. 
Gregory V. Frazier and Mark T. Spriggs, Business Horizons, 39 
(May/June 1996), pp. 83—90. [Traditional and Group Technology 
layout of machines, Matrix, Product variety, Batch size, Coding 
and classification systems, Quality, Profitability, Service, Imple- 
mentation, Guidelines.] 138 


A Psychographic Segmentation of Industrial Family Busi- 
nesses. Karen Maru File and Russ Alan Prince, Industrial Market- 
ing Management, 25 (May 1996), рр. 223-334. [Literature review, 
Survey, CEO motivations, Purchasing attitudes and behaviors, Seg- 
ment membership, Categories, Assessment, Implications.] 139 


A Development Model for Effective MRO Procurement. Jack 
Barry, Joseph L. Cavinato, Alice Green, and Richard R. Young, 
International Journal of Purchasing and Materials Management, 
32 (Summer 1996), pp. 35—44. [In-depth interviews, Phases, Basic 
purchasing processes, Enhanced and "world-class" procurement 
practices, Purchasing activities and user perceptions, Common 
user interfaces and perceptions, Assessment.] 140 


Purchasing's Involvement in Time-Based Strategies. Thomas E. 
Hendrick, Craig R. Carter, and Sue P. Siferd, International Journal 
of Purchasing and Materials Management, 32 (Summer 1996), pp. 
2—10. [Survey of firms, Formal programs, Cycle-time reduction, 
Material-flow synchronization, Current extent versus desired 
extent, Organizational structure, Support given, Assessment, Man- 
agerial implications.] 141 
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The Effects of EDI on Industrial Buyer-Seller Relationships: A 
Network Perspective. Carl H. Marcussen, International Journal 
of Purchasing and Materials Management, 32 (Summer 1996), pp. 
20—26. [Personal interviews, Electrical and building products 
industries, Impacts, Financial benefits, Competitive advantage 
through differentiation, Implementation, Guidelines, ОК] 142 


R&D Project Termination Decisions: Processes, Communica- 
tion, and Personnel Changes. R. Balachandra, Klaus K. Brock- 
hoff, and Alan W. Pearson, Journal of Product Innovation Man- 
agement, 13 (May 1996), pp. 245-56. [Literature review, Survey of 
R&D managers, Monitoring procedures, Individuals involved, 
Technical success, Determinants, Informing staff, Career paths, 
Statistical analysis, Germany, US, UK.] 143 


Customizing Concurrent Engineering Processes: Five Case 
Studies. Morgan L. Swink, J. Christopher Sandvig, and Vincent A. 
Mabert, Journal of Product Innovation Management, 13 (May 
1996), pp. 229-44. [Literature review, Teams, Program manage- 
ment, Technical, Design-build, Program priorities, Project charac- 
teristics, Cross-functional integration, Concurrency, Assessment. ] 
144 


3.2 Nonprofit, Political, and Soclal Causes 
See also 20, 27, 28, 34, 36, 37, 42, 111, 121, 157, 184, 192, 216, 230 


Do Better at Doing Good. V. Kasturi Rangan, Sohel Karim, and 
Sheryl K. Sandberg, Harvard Business Review, 74 (May/June 
1996), pp. 42-46, 48, 50-52, 54. [Social marketing, Strategies, 
Matrix, Costs, Benefits, Applications, Ad Council survey, Impacts, 
Environmental issues, Conservation practices, Advertising cam- 
paigns, Assessment.] 145 


Determinants of Household Expenditures on Alcohol. Steven T. 
Yen and Helen H. Jensen, Journal of Consumer Affairs, 30 (Sum- 
mer 1996), pp. 48—67. [Literature review, Theoretical model, Data 
collection, Consumer Expenditure Diary Surveys, Impacts, 
Income, Region, Education, Household demographics, Statistical 
analysis.] 146 


Enhancing Helping Behavior: An Integrative Framework for 
Promotion Planning. Neeli Bendapudi, Surendra N. Singh, and 
Venkat Bendapudi, Journal of Marketing, 60 (July 1996), pp. 
33-49. [Literature review, Charitable organizations, Type of help- 
ing, Focus, Decision processes, Propositions, Perception, Motiva- 
tion, Behavior, Consequences, Assessment, Theoretical and practi- 
cal implications.] 147 


Perceptions of Quality in the Nonprofit Relationship. Karen 
Maru File, Ben B. Judd, and Russ Alan Prince, Journal of Non- 
profit and Public Sector Marketing, 4 (No. 1 and 2, 1996), pp. 
75-87. [Literature review, Survey of donors, Demographic charac- 
teristics, Expectations, Tangibility, Reliability, Responsiveness, 
Assurance, Empathy, Statistical analysis, SERVQUAL.] 148 


Female Handgun Ownership, Usage, and Attitudes Toward 
Training. Implications for Public Safety. JoAnne Stilley Hopper, 
B.J. Dunlap, and Deborah Burke, Journal of Nonprofit and Public 
Sector Marketing, 4 (No. 1 and 2, 1996), pp. 99-110. [Literature 
review, Market segments, Mall intercept, Interest, Expertise, Certi- 
fication, Statistical analysis, Recommendations.] 149 


Nonprofit Organizations’ Strategic Responses to Changes in 
Their Funding Environment: An Exploratory Study of 
HIV/AIDS Service Providers. Garland Keesling and Shohreh A. 
Kaynama, Journal of Nonprofit and Public Sector Marketing, 4 
(No. 1 and 2, 1996), pp. 161—76. [Literature review, Survey, Cate- 
Eorical strategies, Provider types, Past and future responses, New 
revenue, Legitimation, Retrenchment, Statistical analysis.] 150 
Marketing of Recycling Services: An Investigation of Factors 
Influencing Recycling Behavior. Robert E. Wright and Joseph C. 
Miller, Journal of Nonprofit and Public Sector Marketing, 4 (No. 1 
and 2, 1996), pp. 33-49. [Literature review, Consumer survey, 


Effects, Informational, Convenience, Economic, Social norms, 
Materials recycled, Market strategy, Assessment, Regression 
analysis.] 151 


Features Contributing to the Growth of Ethical Con- 
sumerism—A Preliminary Investigation. Carolyn Strong, Mar- 
keting Intelligence and Planning (UK), 14 (No. 5, 1996), pp. 5-13. 
[Trends, Surveys of consumers and grocery retailers, Fair trade 
products, Frequency of purchase, Pressure group support, Media 
interest, Corporate responsibility and supplier power, Quality alter- 
native brands, Assessment, Managerial implications, UK.] 152 


3.3 International and Comparative 
See also 10, 35, 38, 40, 46, 49, 56, 59, 63, 65, 69, 70, 81, 105, 109, 
114, 115, 117, 136, 143, 152, 179, 180, 181, 182, 195, 197, 199, 
200, 201, 202, 224, 225, 228 


Can TV Save the Planet? Chip Walker, American Demographics, 
18 (May 1996), pp. 42-43, 46-48. [Trends, International, Com- 
monalities, Youth, TV programming, Preferences, Satellite-dish 
technology, Global brands, Advertising, Statistical data, Many 
countries.] 153 


The Need for Linguistic Proficiency in Global Business. Gary P. 
Ferraro, Business Horizons, 39 (May/June 1996), pp. 39-46. [Dis- 
cussion, Perceptual differences, Imprecise translation, Cultural 
aspects, Value structures, Explicit and implicit communication, 
Verbal codes, Social context, Assessment.] 154 


Doing Business in Vietnam: A Cultural Guide. Esmond D. 
Smith, Jr. and Cuong Pham, Business Horizons, 39 (May/June 
1996), pp. 47—51. [Discussion, Attitudes, Time, Personal relation- 
ships, Individual and group dynamics, Age and gender issues, 
Business protocol, Written correspondence, Personal contact, Con- 
versation, Entertainment, Assessment. | 155 


Consumer Selection Criteria for Banks in Poland. Carolyn Ken- 
nington, Jeanne Hill, and Anna Rakowska, International Journal of 
Bank Marketing (UK), 14 (No. 4, 1996), pp. 12-21. [Literature 
review, Consumer survey, Attitudes, Reputation, Rates, Conve- 
nience, Service, Effects, Gender, Age, Income, Desired changes, 
Assessment, Implications. ] 156 


American Trade and Islamic Banking in the Israeli Occupied 
Territories. J.W. Wright, Jr., International Journal of Commerce 
and Management, 8 (No. 4, 1995), pp. 71—94. [Literature review, 
Lack of property-based financing, Social investment funds, Involv- 
ing the Arab American community, Assessment.] 157 


A Comparison of North American and European Future Pur- 
chasing Trends. Joseph R. Carter and Ram Narasimhan, Interna- 
tional Journal of Purchasing and Materials Management, 32 
(Spring 1996), pp. 12—22. [Survey of executives, Most agreement, 
Cost avoidance, Sourcing teams, Supply-base reduction, Global 
sourcing, Increasing technical qualifications for purchasing 
employees, Total quality management, Assessment.] 158 


Music and Lyrics in Commercials: А Cross-Cultural Compar- 
ison Between Commercials Run in the Dominican Republic 
and in the United States. Noel M. Murray and Sandra B. Murray, 
Journal of Advertising, 25 (Summer 1996), pp. 51—63. [Literature 
review, Propositions, Content analysis, Extensiveness, Lyrics, 
Style of music used, Product meanings conveyed, Assessment.] 
159 


The Influence of Culture on American and British Advertising: 
An Exploratory Comparison of Beer Advertising. Zahna Caillat 
and Barbara Mueller, Journal of Advertising Research, 36 
(May/June 1996), pp. 79—88. [Discussion, Hypotheses, Combina- 
tion of content analysis and semiology, Effects, Dominant values, 
Rhetorical style, Advertising appeals, Occasion for product usage, 
Statistical analysis.] 160 


Cultural Values Reflected in Chinese and U.S. Television Com- 
mercials. Hong Cheng and John C. Schweitzer, Journal of Adver- 
tising Research, 36 (May/June 1996), pp. 27-45. [Literature 
review, Hypotheses, Content analysis, Tradition, Modernity, Sym- 
bolic, Utilitarian, Product categories, Country origins, Assessment, 
Implications.] 161 


The Ideology of Advertising: The United States and Sweden. 
Charles R. Wiles, Judith A. Wiles, and Anders Tjernlund, Journal 
of Advertising Research, 36 (May/June 1996), pp. 57—66. [Litera- 
ture review, Hypotheses, Cross-cultural content analysis, Maga- 
zines, Values conveyed, Life of leisure, Youthfulness, Individual- 
ism, Ideal body shape, Levels of undress, Skin color, Activities, 
Assessment.] 162 


An Empirical Analysis of Factors Explaining Foreign Joint 
Venture Performance in China. Michael Y. Hu and Haiyang 
Chen, Journal of Business Research, 35 (February 1996), pp. 
165—73. [Literature review, Hypotheses, Data collection, Partner 
commitment, Number of partners, Sociocultural distance, Prod- 
uct/industry characteristics, Foreign control, Location in China, 
Statistical analysis.] 163 


Assessing Czech Consumers’ Reactions to Western Marketing 
Practices: A Conjoint Approach. David B. Klenosky, Suzeanne B. 
Benet, and Petr Chadraba, Journal of Business Research, 36 (June 
1996), pp. 189—98. [Literature review, Decision-making behavior, 
Consumer survey, Effects, Country-of-origin information, Price- 
discount level, Advertising intensity, Statistical analysis.] 164 


Retail Ethics as Appraised by Future Business Personnel in 
Malaysia and the United States. David J. Burns and John T. 
Brady, Journal of Consumer Affairs, 30 (Summer 1996), pp. 
196-217. [Cultural aspects, Functioning of markets, Hypothesis, 
Data collection, Lower ethical perceptions were found among 
future business personnel in a developing country than their coun- 
terparts 1n a developed country.] 165 


Challenges and Pitfalls for Direct Mail Across Borders: The 
European Example. Pierre Desmet and Dominique Xardel, Jour- 
nal of Direct Marketing, 10 (Summer 1996), pp. 48—60. [Trends, 
Regional markets, Integration and economic rationalization, Postal 
legislation, Diversity, Market strategy, International mail options, 
Logistics, Statistical data.] 166 


International Organization of Production and Variation in 
Exports from Affiliates. Thomas Anderson and Torbjorn Fredriks- 
son, Journal of International Business Studies, 27 (Second Quarter 
1996), pp. 248-63. [Literature review, Models, Hypotheses, Sur- 
vey of firms, Effects, Production, Intermediate imports from the 
parent, Plant size, Host country's income level, Location in the 
European community, R&D intensity, Market size, Statistical 
analysis, Sweden.] 167 


Nationality and Subsidiary Ownership Patterns in Multina- 
tional Corporations. M. Knshna Erramilli, Journal of Interna- 
tional Business Studies, 27 (Second Quarter 1996), pp. 225-48. 
[Literature review, Model presentation, Hypotheses, Survey of 
advertising agencies, Effects, Preferences, Variables, Cultural, 
Economic, Statistical analysis, US, Europe.] 168 


Choosing Organizational Modes of Strategic Technology Part- 
nering: International and Sectoral Differences. John Hagedoorn 
and Rajneesh Narula, Journal of International Business Studies, 21 
(Second Quarter 1996), pp. 265-84. [Literature review, Proposi- 
tions, Data collection, Inter-organizational modes involving equity- 
sharing, Contractual non-equity alliances, Statistical analysis, 
Many countries.] 169 


The Psychic Distance Paradox. Shawna O'Grady and Henry W. 
Lane, Journal of International Business Studies, 27 (Second Quar- 
ter 1996), pp. 309—33. [Literature review, Data collection, Retail 
executives, Comparisons, Cultural differences, Markets, Competi- 


Marketing Literature Review / 87 


tive environments, Statistical analysis, Guidelines, US, Canada.] 
170 


Success in Hong Kong: Factors Self-Reported by Successful 
Small Business Owners. Sheriff ТК. Luk, Journal of Small Busi- 
ness Management, 34 (July 1996), pp. 68-74. [Literature review, 
Content analysis; Perceptions; Personal, management, product 
market, and company factors; Assessment. ] 171 


Stepping Toward Prosperity: The Development of Entrepre- 
neurial Ventures in China and Russia. Charles H. Matthews, 
Xiaodong Qin, and Geralyn McClure, Journal of Small Business 
Management, 34 (July 1996), pp. 75—85. [Literature review, Com- 
parisons, Factors, Economic, Demographic, Foreign investment 
environments, Assessment, Implications.] 172 


The Effects of Dogmatism and Social Class Variables on Con- 
sumer Ethnocentrism in Malta. Albert Caruana and Emanuel 
Magri, Marketing Intelligence and Planning (UK), 14 (No. 4, 
1996), pp. 39-44. [Discussion, Hypotheses, Consumer survey, 
Attitudes toward purchasing US-made products versus those of 
other countries, Effects, Demographic variables, Application, 
CETSCALE (Consumers' Ethnocentric Tendencies).] 173 


Serving the Euro-Consumer: А Marketing Challenge or a Case 
for Intervention. Ruth A. Schmidt and Elke Pioch, Marketing 
Intelligence and Planning (UK), 14 (No. 5, 1996), pp. 14—19. 
[Socio- and geo-demographic and psychographic trends and clas- 
sification systems; Gaps between consumer requirements and mar- 
ket practices and structures.] 174 


3.4 Services 
See also 17, 23, 61, 62, 95, 120, 127, 148, 150, 156, 157, 199, 204, 
206, 213, 233 


Metros at Your Service. Shannon Dortch, American Demograph- 
ics, 18 (May 1996), pp. 4—5, 54. [ Trends, Growth of services jobs, 
Rankings, Cities, Earnings, Statistical data.] 175 


The Future of Baseball. Shannon Dortch, American Demograph- 
ics, 18 (April 1996), pp. 22-28, 57. [Trends, Problems, Labor dıs- 
putes, Customer orientation, Attendance rates, Pricing, Short-term 
profits, Broadcast revenues, Age groups, Statistical data.] 176 


The Real Value of On-Line Communities. Arthur Armstrong and 
John Hagel III, Harvard Business Review, 74 (May/June 1996), pp. 
134-41. [Businesses on-line, Consumer needs, Creating value, 
Market strategy, Competition, Structure, Alliances, Operations, 
Assessment] 177 


Service Quality and Service Productivity Management Prac- 
tices. Pierre Filiatrault, Jean Harvey, and Jean-Charles Chebat, 
Industrial Marketing Management, 25 (May 1996), pp. 243-55. 
[Literature review, Survey of firms, Impacts, Proficiency ratings, 
Productivity, Customer satisfaction, Quality practices, Financial 
results, Performance, Firm size, Customer type, Employee status, 
Assessment, Managerial implications.] 178 


Customer Information Systems and Competitive Advantage: A 
Case Study of a Top Ten Building Society. Jillian Dawes and 
Steve Worthington, International Journal of Bank Marketing ( UK), 
14 (No. 4, 1996), pp. 36—44. [Personal financial services, Customer 
databases, Model presentation, Relationship marketing, Integra- 
tion, Customer management systems, Assessment, Guidelines, 
UK.] 179 


Branch Networks and the Retailing of High Credence Prod- 
ucts. Barry Howcroft and Anthony Beckett, International Journal 
of Bank Marketing (UK), 14 (No. 4, 1996), pp. 3-11. (Discussion, 
Consumer survey, Relationships, Future purchases of financial ser- 
vices, Sources of advice, Attributes desired, Statistical analysis, 
Implications, UK.) 180 


Benefit Segmentation by Factor Analysis: An Improved 
Method of Targeting Customers for Financial Services. Raj 
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Singh Minhas and Everett M. Jacobs, International Journal of 
Bank Marketing (UK), 14 (No. 3, 1996), pp. 3-13. [Literature 
review, Survey of building society customers, Profile, Factors, 
Accessible cash, Money management, Personal service, Cash card, 
Full banking service, Advice, Investment, Limited banking, Demo- 
graphic characteristics, Implications, UK.] 181 


Corporate and Generic Identities: Lessons from the Co-opera- 
tive Bank. Adrian Wilkinson and John M.T. Balmer, International 
Journal of Bank Marketing (UK), 14 (No. 4, 1996), pp. 22-35. 
[Historical discussion, Model presentation, Phases, Innovation, 
Image, Market positioning, Focus, Case study, UK.] 182 


Comparing Objective Service Failures and Subjective Com- 
plaints: An Investigation of Domino and Halo Effects. Diane 
Halstead, Edward A. Morash, and John Ozment, Journal of Busi- 
ness Research, 36 (June 1996), pp. 107—15. [Literature review, 
Data collection, Governmental agencies, Relationships, Service 
attributes, Statistical analysis, Implications, Airlines and household 
goods moving industries.] 183 


Out-of-Pocket Home Care Expenditures for Disabled Elderly. 
Marlene S. Stum, Jean W. Bauer, and Paula J. Delaney, Journal of 
Consumer Affairs, 30 (Summer 1996), pp. 24—47. [Literature 
review, National Long Term Care Survey, Factors, Education, Mar- 
ital status, Asset availability, Prior nursing home use, Population 
density, Statistical analysis, Implications.] 184 


Shoot for the ‘Stars.’ Jose C. Casal, Journal of Health Care Mar- 
keting, 16 (Summer 1996), pp. 22-26. [Survey of health саге 
employees, Classifications, Organizational commitment, Job 
involvement, Institutional stars, Corporate citizens, Lone wolves, 
Apathetics, Patient commendations, Propensity to stay, Assess- 
ment, Managerial implications.] 185 


Matching Dental Offerings with Expectations. Swinder Janda, 
Zhengyuan Wang, and C.P. Rao, Journal of Health Care Market- 
ing, 16 (Summer 1996), pp. 38-44. [Discussion, Survey of dentists 
and consumers, Perceptions, Attributes, Dental specialists and gen- 
eral practitioners, Importance-performance analysis, Managerial 
implications.] 186 


Marketing or Management: Which Way the Future? Scott Mac- 
Stravic, Journal of Health Care Marketing, 16 (Summer 1996), pp. 
10-13. [Discussion, Distinctions, Management, Examples, 
Demand, Decision, Health, Disease, Disability, Assessment.] 187 


You Want to Market a ^What'? Mary Louise Shaver, Journal of 
Health Care Marketing, 16 (Summer 1996), pp. 28—29. [Integrated 
health care delivery systems, Creating brand identity, Communica- 
tion, Market research, Consumer behavior, Alternatives evaluation, 
Assessment.] x 188 


Competing for Patients and Profit. Ugur Yavas and Donald J. 
Shemwell, Journal of Health Care Marketing, 16 (Summer 1996), 
pp. 30-37. [Discussion, Importance-performance framework, Con- 
sumer survey, Attributes, Acceptability of insurance, Nurses' and 
physicians’ competencies, Quality of emergency care, Statistical 
analysis, Managerial implications.] 189 


А Model for Analyzing Trade Association Services as They 
Relate to Members’ Needs. Bette Ann Stead, Journal of Nonprofit 
and Public Sector Marketing, 4 (No. | and 2, 1996), pp. 89-97. 
(Discussion, Activities, Promoting an ethical environment, 
Enhancing competitiveness, Maintaining governmental relations, 
Encouraging international focus, Increasing association efficiency, 
Assessment.] 190 


An Empirical Examination of a Model of Perceived Service 
Quality and Satisfaction. Richard A. Spreng and Robert D. 
Mackoy, Journal of Retailing, 72 (Summer 1996), pp. 201-14. 
[Literature review, Model testing, Student assessment of under- 
graduate advising, Effects, Desires, Perceived performance, 


Expectations, Congruency, Disconfirmation, Statistical analysis, 
Oliver.] 191 


What Services Marketers Need to Know About the Mobility- 
Disabled Consumer. John J. Burnett, Journal of Services Market- 
ing, 10 (No. 3, 1996), pp. 3-20. [Literature review, Market seg- 
ments, Hypotheses, Survey, Demographic characteristics, Sources 
of information, Shopping patterns, Decision criteria, Statistical 
analysis, Managerial implications.] 192 


The Importance of Service Quality Determinants in Advertis- 
ing a Professional Service: An Exploratory Study. Kenneth E. 
Clow, Carolyn Tripp, and James T. Kenny, Journal of Services 
Marketing, 10 (No. 2, 1996), pp. 57—72. [Literature review, 
Hypotheses, Intercept approach, Self-administered questionnaire, 
Variables, Interactions, Purchase intentions, Risk, Expertise, Tan- 
Bibles, Reliability, Responsiveness, Assurance, Empathy, Statisti- 
cal analysis, Managenal implications.] 193 


Dimensions of Uniform Perceptions Among Service Providers. 
Kerry Daniel, Lester W. Johnson, and Kenneth E. Miller, Journal 
of Services Marketing, 10 (No. 2, 1996), pp. 42-56. [Literature 
review, Survey of airline flight attendants, Dimensions, Service 
approach, The look, Customer influence, Company identification, 
Aesthetic needs of the wearer, Statistical analysis, Managerial 
implications, Australia.] 194 


Competitive Benchmarking of Korean Luxury Hotels Using 
the Analytic Hierarchy Process and Competitive Gap Analy- 
sis. Hokey Min and Hyesung Min, Journal of Services Marketing, 
10 (No. 3, 1996), pp 58-72. [Literature review, Quality, Prof- 
itability, Survey, Criteria, Room values, Front office service, 
Attributes, Alternatives, Sensitivity analysis, Managerial implica- 
tions and recommendations.] 195 


The Role of Outcome Quality as a Determinant of Overall Ser- 
vice Quality in Different Categories of Services Industries: An 
Empirical Investigation. Samart Powpaka, Journal of Services 
Marketing, 10 (No. 2, 1996), pp. 5-25. [Literature review, Model 
presentation, Hypotheses, Consumer survey, Structural equation 
analysis, Managenal implications, ЗЕКУРЕВЕ ] 196 


Outsourcing Opportunities for Financial Services. David Jen- 
nings, Long Range Planning (UK), 29 (June 1996), pp. 393-404. 
[Discussion, Options, In-house, Contracts, Networks, Uncertainty, 
Switching costs, Financial, Strategic, Managerial, Products, Distri- 
bution, Operations, Value chain approach, Examples, ОК] 197 


Involving Patients in the Cadaveric Kidney Transplant Alloca- 
tion Process: A Decision-Theoretic Perspective. Jae-Hyeon Ahn 
and John C. Hornberger, Management Science, 42 (May 1996), pp. 
629-41. [Model presentation, Action-timing problems, Effects, 
Preferences, Health outcomes, Demographic characteristics, 
Example.] 198 


4. MARKETING RESEARCH 


4.1 Theory and Philosophy of Science 
See also 17, 19, 21, 26, 41, 57, 77, 83, 84, 87, 147, 198, 231 


Demand Elasticities in International Marketing: А Meta-Ana- 
lytical Application to Tourism. Geoffrey I. Crouch, Journal of 
Business Research, 36 (June 1996), pp 117-36. [A literature 
review yielded 77 empirical studies of international tourism 
demand, which collectively reported over 10, 00 demand coeffi- 
cients; Patterns of consumer behavior, Assessment.] 199 


The Aggregate Impact of Firms’ FDI Strategies on the Trade 
Balances of Host Countries. Lance Eliot Brouthers, Steve Werner, 
and Timothy J. Wilkinson, Journal of International Business Stud- 
ies, 27 (Second Quarter 1996), pp. 359-73. [Literature review, 
Model presentation; Data collection; Firms tend to use foreign 
direct investment (FDI) in advanced industrial nations for market 


access and penetration, and in developing countries to gain 
resource advantages; Effects; Import and export levels.] 200 


Collaborative Ventures and Value of Learning: Integrating the 
Transaction Cost and Strategic Option Perspectives on the 
Choice of Market Entry Modes. Tailan Chi and Donald J. 
McGuire, Journal of International Business Studies, 27 (Second 
Quarter 1996), рр. 285-307. [Stochastic model, Option to acquire 
or sell out, Expected payoffs, Problems, Misappropriation risk, 
Information asymmetry, Empirical implications for the structuring 
of joint ventures. ] 201 


Foreign Direct Investment and Investment Under Uncertainty. 
Pietra Rivoli and Eugene Salorio, Journal of International Busi- 
ness Studies, 27 (Second Quarter 1996), pp. 335-57. [Literature 
review, Economic theory, Delayability, Reversibility, Counterintu- 
itive links between ownership and internalization advantages, 
Assessment, Implications.] 202 


Efficient Marketing Communication: Helping the Customer 
Learn. Birger Wernerfelt, Journal of Marketing Research, 33 (May 
1996), pp. 239-46. [Literature review, Effects, Long-term profit 
maximization, Customer surplus, Normative appeal, Game theory, 
Pricing, Communication channels, Examples.] 203 


А Synthesis Model of the General Health Care System. G. 
Tomas M. Hultand and Bryan A. Lukas, Journal of Nonprofit and 
Public Sector Marketing, 4 (No. 1 and 2, 1996), pp. 135-60. [Lit- 
erature review, Components, Organizational arrangements, Offer- 
ings and related elements, Exchanges, Axiomatic formal systems, 
Assessment, Implications for researchers and practitioners.] 204 


When Competition Eclipses Cooperation: An Event History 
Analysis of Joint Venture Failure. Seung Ho Park and Michael V. 
Russo, Management Science, 42 (May 1996), pp. 875-90. [Litera- 
ture review, Transaction-cost economics, Hypotheses, Data collec- 
tion, Nonmonotonic hazard, Theoretical and managerial implica- 
tions, Electronics industry.] 205 


Budgets as Dynamic Gatekeepers. Harold Pollack and Richard 
Zeckhauser, Management Science, 42 (May 1996), pp. 642-58. 
[Agency theory, Health care delivery systems, Dynamic optimiza- 
tion model, Resource allocation, Rationing, Assessment.] 206 


4.2 Research Methodology 
See also 1, 2, 3, 4, 5, 6, 7, 8, 9, 10, 11, 14, 16, 18, 21, 22, 23, 24, 
25, 26, 29, 44, 54, 69, 71, 72, 73, 77, 80, 84, 85, 88, 94, 95, 97, 08, 
101, 103, 106, 107, 110, 111, 112, 113, 114, 115, 116, 117, 118, 
119, 122, 139, 148, 149, 153, 159, 160, 161, 162, 170, 173, 175, 
176, 179, 181, 183, 186, 188, 189, 191, 192, 194, 195, 196, 199, 
222, 229 


What's in a (Metro) Name? Fanglan Du, American Demograph- 
ics, 18 (June 1996), pp. 14—17. [Office of Management and Bud- 
get, Definitions, Revisions, Approaches, Counties, Communica- 
tions regions, Both counties and zip codes, County subdivisions 
and commuting patterns.] 207 


How to Record Race. Suzann Evinger, American Demographics, 
18 (May 1996), pp. 36-41. [Government agencies, Official guide- 
lines, Categories, Extensive research, Self-identification, Prob- 
lems, Comparisons within groups, Statistical data.] 208 
Black-Owned Businesses. Paula Mergenhagen, American Demo- 
graphics, 18 (June 1996), pp. 24—27, 30—33. [Trends, Growth, 
States, Ownership rates, Initial investments, Personal services, Sta- 
tistical data.] 209 
Selling a Man's World to Women. Gerry Myers, American 
Demographics, 18 (April 1996), pp. 36-42. [Trends, Economic 
power, Shopping behavior, Product categories, Managing money, 
Market strategy, Statistical data.] 210 


Journal of Broadcasting and Electronic Media, 40 (Summer 1996), 
pp. 41446. [Four articles on methodological issues in experimen- 
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tal research, Literature review, Nonprobability samples, Inferential 
statistics, Use of student samples in communication research, Gen- 
eration X, Assessment. ] 211 


How to Use Diffusion Models in New Product Forecasting. Jef- 
frey Morrison, Journal of Business Forecasting, 15 (Summer 
1996), pp. 6-9. [Discussion, Bass framework, Mathematical tech- 
niques, Logistic and Gompertz diffusion curves, Applications.] 

212 


Determinants of Relationship Quality: An Artificial Neural 
Network Analysis. David Bejow, Barry Wray, and Thomas N. 
Ingram, Journal of Business Research, 36 (June 1996), pp. 137-43. 
(Discussion, Methods, Advantages, Survey of financial services 
consumers, Impact of seller's actions on buyer's satisfaction and 
trust, Comparisons, Prediction performance, Assessment. ] 213 


Natural Mortality and Participation Fatigue as Potential 
Biases in Diary Panels: Impact of Some Demographic Factors 
and Behavioral Characteristics on Systematic Attrition. Rex S. 
Toh and Michael Y. Hu, Journal of Business Research, 35 (Febru- 
ary 1996), pp. 129-38. [Literature review, AT&T, Experiment, 
Relative and selective impacts, Sample representativeness, Mari- 
tal status, Age, Sex, Income, Statistical analysis, Operational 
implications.] 214 


Segmentation Analysis with Managerial Judgment. N. Levin 
and J. Zahavi, Journal of Direct Marketing, 10 (Summer 1996), 
pp. 28-47. [Discussion, Factors, Determining sample size, Rec- 
ommending or rejecting a segment from the rollout mailing, 
Determining the regression-to-the-mean effect, Implementation, 
Assessment.] 215 


Using “Opt Out” Reply Cards in Direct Mail. Hiek R. van der 
Scheer, Janny C. Hoekstra, and Marco Vriens, Journal of Direct 
Marketing, 10 (Summer 1996), pp. 18-27. [Discussion, 
Approaches, Target selection, Design optimization, Survey of 
households, With and without reply card, Effects, Heading, Pic- 
ture, Personalization, Font type, Text lines, Assessment, The 
Netherlands.] 216 


Competitive-Component Analysis: A New Approach to Cali- 
brating Asymmetric Market-Share Models. Lee G. Cooper, 
Daniel Klapper, and Akihiro Inoue, Journal of Marketing 
Research, 33 (May 1996), pp. 224-38. [Discussion, Multivanate- 
regression approach, Cross-effects model, Brand strategy, Market- 
ing mixes, Application to UPC-level data, General Location 
Model, Matrices, Assessment. ] 217 


Integrative Research in Marketing and Operations Manage- 
ment. Uday S. Karmarkar, Journal of Marketing Research, 33 
(May 1996), pp. 125-33. [Research topics, Cross-functional inter- 
actions, Joint decisions, Transfunctional issues, Comparisons, 
Consumer and industrial product marketing, Operations role, 
Assessment.] 218 


A Bayesian Approach for Estimating Target Market Potential 
with Limited Geodemographic Information. Daniel S. Putler, 
Kirthi Kalyanam, and James S. Hodges, Journal of Marketing 
Research, 33 (Мау 1996), pp. 134-49. [Literature review, 
Hypotheses, Empirical applications, Monte Carlo experiment, 
Direct mail advertising, Retail site selection, Statistical analysis.] 

219 


Reflections on “А Meta-Analysis of Applications of Diffusion 
Models.” Fareena Sultan, John U. Farley, and Donald R. Lehmann, 
Journal of Marketing Research, 33 (May 1996), pp. 247-49. [The 
authors reflect on their 1990 article and the past and future trends 
in studies of diffusion and of empirical generalization.] 220 
Using Computer Programs to Code Qualitative Data. Miriam 
Catterall, Marketing Intelligence and Planning (UK), 14 (No. 4, 
1996), pp. 29-33. [Literature review, Advantages, Problems, User 
reports, Graduate qualitative methods courses, Data are decontex- 
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tualized, Programs drive research, User interactions, Collecting 
larger volumes of data.] 221 


5. OTHER TOPICS 


5.1 Educational and Professional Issues 
See also 191, 218 
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zm Book Reviews 
Co-opetition! They present many things as if they were new insights. 


by Adam M. Brandenburger and Barry J. Nale- 
buff (New York: Doubleday, 1996, 290 pages, $25 
hardback; a detailed description of the content is 
provided on the Internet at 
http://mayet.som.yale.edu/coopetition) 


Why Can’t a Game 
Be More Like a Business? 


In this book, Brandenburger and Nalebuff use game theory 
to develop a set of guidelines that will “make it easier to 
explain the reasoning behind a proposed strategy.” The 
games that they use as analogies do not involve sports with 
their zero-sum outcomes; instead, they consider a variety of 
games that allow for mutual benefit, as well as harm, for the 
players. They use the term co-opetition, which is consistent 
with their message that cooperation pays off in some situa- 
tions, competition in others. They encourage readers to think 
about not only how to play the game, but also how to change 
the rules. Examination of these games leads them to make 
recommendations for managers, many of which are relevant 
to marketing managers. So, to the extent that a game is like 
a business, this book should be useful. 

My aims in reviewing the book are to ask: (1) Is it new? 
(2) Is it useful? and (3) Is it supported? The book has flaws, 
particularly in the area of supporting evidence, but it is an 
important book. 


What's New: Old Wine in New Bottles? 


According to the Nobel prize-winning economist Kenneth 
Arrow, Brandenburger and Nalebuff (B&N hereinafter) have 
produced an exciting new approach to business strategy. Is it 
new? Although B&N do not discuss the history or develop- 
ment of their ideas, I recognized most of them. When they 
discuss strategies for negotiated pricing, I found some are 
covered in Nagle (1987), often under different names. For 
example, B&N refer to “discounted value” for a concept that 
Nagle refers to as the “pricing of bundled products.” As a 
result, it is not clear what is new. 


Helpful suggestions were provided by Wilfred Almadoss, Fred 
Collopy, Pete Fader, and Brian Wansink. Corrections and improve- 
ments were also made using suggestions by Adam Brandenburger 
and Barry Nalebuff, which is not to imply that they agreed with 
everything in this review. John Carstens, Jennifer Armstrong, and 
Dara Yang provided editorial support. 
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By creating new names and clever slogans for strategies 
(e.g., “E.T.—the Wrong Call), B&N make it difficult to see 
where the ideas might have originated. It would have been 
useful to trace the development of ideas so that these ideas 
can be compared with what we currently know, and existing 
evidence can be examined. 

They propose the term complementors to refer to orga- 
nizations that sell products that enhance the value of 
another firm’s products. Complementors can collaborate to 
enhance the value of their products to customers. Examples 
are companies that sell computer hardware collaborating 
with software companies and gas stations linking with fast- 
food companies. If you are like me, you are probably think- 
ing, “Oh yeah, I knew that.” And in presenting examples, 
B&N refer to alliances such those that General Motors 
made with Goodyear tires and Prest-O-Lite headlights in 
1913. So though the term complementors is new, the con- 
cept is not. Although there has been a substantial increase 
in relationships among complementors in recent years, I 
agree with B&N that managers do not think enough about 
potential complementors, how they should cooperate, and 
how to negotiate with them. For example, B&N refer to 
Citibank’s failure to think about complementors when it 
introduced its automatic teller machine in 1977; B&N 
claim that it was only in 1991 that Citibank finally “woke 
up” to this possibility. 

The explicit consideration of complementors is new to 
me. For almost three decades, I have taught students about 
the stakeholder approach to identifying objectives. When I 
have asked them to list possible stakeholders, they suggest 
many groups, such as employees, customers, suppliers, dis- 
tributors, local community, and stockholders (along with 
some inappropriate groups such as competitors and govern- 
ment). However, no one has ever mentioned complementors, 
nor have students used this concept when solving cases. By 
naming complementors as a stakeholder group and includ- 
ing it on their checklist, B&N provide something new. 

The book helped me to think through negotiation situa- 
tions that I have not encountered. When B&N present situa- 
tions, the solutions were not obvious to me. For example, 
which partner should go first in a Texas shoot-out to end a 
partnership (in which one partner states a price for its share 
of the partnership and the other must either buy or sell at that 
price)? Furthermore, I am not sure that it would have 
occurred to me to pay suppliers to make bids to me in situa- 
tions in which competition is weak or that, as a supplier, [ 
should be paid to make a bid to supply services (Chapter 4). 
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Judging from their examples, such as Holland Sweetener's 
attempt to supplant NutraSweet as a supplier to Coke and 
Pepsi, these ideas did not occur to Holland Sweetener's man- 
agers, much to the regret of their shareholders and employ- 
ees. In that case, in mounting their challenge, Holland Sweet- 
ener put Coke and Pepsi in a stronger bargaining position 
with NutraSweet, but NutraSweet kept the contract. 

Much of the advice is overly general. It seems that they 
are saying "think clearly" or "think about what can go 
wrong." They offer a useful framework that they call 
PARTS: Player (think about who is playing and who should 
be playing the game), Added values (what does each player 
bring to the game?), Rules (what are the rules, and can they 
be changed?), Tactics (what are some alternate tactics?), and 
Scope (can the game be expanded?). They devote a chapter 
to each of these topics. 

They do get more operational with their “value net.” But 
when they use it to analyze a university, they produce what 
I believe to be a traditional and misleading analysis (pp. 
23-27): "Students as customers? ...It sounds provocative, 
even heretical. Yet many universities need to start thinking 
this way" (p. 268). This is hardly a new idea. By itself, it 
might even be a dangerous idea. Schools that have adopted 
this idea have encountered difficulties with respect to learn- 
ing as a goal, because they assume that the faculty members 
produce learning in the students. Students can be considered 
as consumers, but they are also producers of their own learn- 
ing. The faculty are producers of knowledge, and, though 
this can contribute to learning, it does not ensure that stu- 
dents learn. Different assumptions about who is the pro- 
ducer of learning lead to radically different conclusions 
about how to improve the system. 

B&N’s applications of game theory are generally con- 
vincing and insightful. Certainly they reveal aspects of some 
problems I had not considered. For example, they use game 
theory to explain programs for increasing brand loyalty, 
such as the American Airlines frequent flyer program. How- 
ever, I wonder about the usefulness of some of their advice, 
such as, "Do not say thank you [to your customer] too 
quickly, or too slowly" (p. 140). Would I be able to apply 
these or other rules successfully? 

B&N’s use of game theory leads them to some conclu- 
sions that run counter to popular thinking among marketing 
managers. For example, they suggest an underlying princi- 
ple that firms should treat their own customers better than 
they treat their rival’s customers (p. 190). Many firms vio- 
late this when they provide incentives to win customers 
away from other firms. For example, new subscribers to a 
service are often given lower rates than those given to loyal 
subscribers. Therefore, I expect that much of the discussion 
in this book will be new to managers. 

So, though most of this seems to be old wine, it is fine 
wine. 


Is It Useful: Will It Improve Decision Making? 


The basic argument is that by using game theory, managers 
can generate strategies, then select the best one. Although I 
am not aware of any evidence, I believe that game theory 
might help in the search for alternate strategies. (I also can 


imagine other ways to do this, such as by brainstorming 
using a diverse group of experts.) However, to select the best 
strategy, sometimes a manager would need to forecast the 
outcomes. I am skeptical that game theory is of value here 
because it is difficult to match real situations with games. 
Therefore, it will be difficult to forecast what will happen 
when taking a strategy that is successful in a game and using 
it in an actual situation. 

B&N (p. 52) suggest, “To anticipate other players’ reac- 
tions to your actions, you have to put yourself in their shoes 
and imagine how they'll play the game. You look forward 
into the game and then reason backwards to figure out which 
initial move will lead you to where you want to end up.” 
Again, though this advice seems useful as a way of identify- 
ing possible strategies, I doubt that it is useful for predicting 
what will happen when a manager adopts a new strategy in 
real life. The problem is that a manager must predict not 
only the initial reaction from another party, but also his or 
her response, and then the other's response, and so on. It is 
a daunting matter to think through all the possibilities, espe- 
cially when the rules of the game are not always clear and it 
is possible to change the rules. 

B&N recognize these problems, and they suggest (p. 63) 
that the manager “ask a colleague to role-play by stepping 
into that player's shoes." Instead, I suggest the use of role- 
playing simulations. This would first require an accurate 
written description of the actual situation (not of a game that 
a manager believes to be representative of the situation). 
Next, select people who can play the roles. Props can help 
to increase the realism of the role playing. An administrator 
would try to ensure that the players do not step outside their 
roles and ask that they improvise as needed. Role playing 
would then simulate the situation to determine what agree- 
ment the players reach. Role playing for a given strategy 
could be conducted numerous times using different subjects 
to determine the likelihood of various outcomes. 

Therefore, whereas B&N suggest that managers think 
about the roles of the parties involved, I suggest that they 
simulate the situation. This has been tested. Armstrong and 
Hutcherson (1989) compare role-playing outcomes with 
those predicted by subjects who were asked simply to think 
about the problem. The study examined eight conflict situa- 
tions in experiments with 226 role-playing sessions. Role 
playing was superior to "thinking" in seven of the situations, 
and there was one tie. Averaging across the eight situations, 
role playing correctly predicted outcomes for 63.696 of the 
cases. In contrast, thinking was correct for only 18.296 of the 
predictions. When I asked other subjects to think things 
through and I also gave them the role descriptions, they were 
no more accurate than those who did not have the role 
descriptions (Armstrong 1987). The important aspect of role 
playing, then, is that it goes beyond thinking by simulating 
the situation. 

I would be happy to challenge game theorists to predict 
the outcomes of conflict or negotiation situations. My bet is 
that role playing will provide more accurate predictions than 
can be obtained from thinking by the best game theorists. 
Furthermore, role playing does not require that the managers 
have any knowledge of game theory. Perhaps role playing 
could have been used to prevent adoption of the detrimental 
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portions of the Federal Election Campaign Act relevant to 
television advertising rates for political campaigns (p. 163) 
or the unfortunate pncing rules in the federal government's 
Medicare reimbursement rules (p. 164). 

In summary, I expect that B&N's recommendations will 
lead to a broader and more creative consideration of strate- 
gies than might occur using current practice. But it will be 
difficult to predict the effects of various strategies by using 
game theory. 


Is There Support: Does Saying So Make It So? 


B&N state (p. 8), "We're skeptics, and we want you to be 
skeptical too. We don't want you to take what we say on 
trust.” I am happy to oblige because I believe that managers 
should examine evidence before making major changes in 
their procedures. 

Is it valid to generalize from games? To demonstrate that 
their recommendations are useful, they first would have to 
show that it is possible to match the real situation to the rel- 
evant game. The match should be close enough that useful 
predictions can be made. I have reviewed the literature on 
the effectiveness of game theory for predictions and have 
been unable to find any evidence to directly support the 
belief that game theory would aid predictive ability. 

Even if the games can represent real-world situations, it 
would be necessary to show that the recommendations could 
be used properly by managers. B&N do not attempt this. 
Instead, they present cases of executives who made what 
turned out to be poor decisions. The implication is that bet- 
ter decisions would have been made had their recommenda- 
tions been followed. But, for example, how do we know that 
analysts using B&N's advice would have helped IBM to 
make better decisions with respect to Microsoft and Intel 
(pp. 154-56)? 

I suspect that the major contribution of game theory to 
business strategy is to suggest strategies that are otherwise 
not obvious. Here again, B&N do not discuss empirical 
research findings. They support their conclusions with anec- 
dotes of business successes and failures, an approach that I 
have always regarded as fallacious because generalizations 
should not be made from a single example. 

Although B&N ignore empirical research,? on those 
occasions when I was aware of relevant research, their rec- 
ommendations usually are consistent with the research find- 
ings. For example, B&N suggest (p. 8) that the goal of a firm 
should be “to do well for yourself" They suggest that it is 
unwise for a firm to adopt a goal to beat its competitors. This 
advice might seem old hat to economists, for whom profit 
maximizing is widely accepted, however, in practice, man- 
agers often adopt the goal "to beat their competitors" 
(Anterasian and Graham 1996). Much evidence supports 
B&N's advice (Armstrong and Collopy 1996). Here is an 
another example: B&N examine strategies used by Nintendo 
for selling computer games. This strategy also has been ana- 
lyzed from a psychological perspective by Cialdini (1984), 
who reports on empirical studies about the use of scarcity to 


2They do mention Axelrod’s (1984) empirical research on game 
theory, but it receives only two lines in a footnote. 
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sell products. Although B&N make no reference to this lit- 
erature, their advice is consistent. 

There were only a few occasions when my knowledge of 
evidence failed to support their recommendations. Consider 
the following advice they provide (p. 151) "Compete 
aggressively for volume so that competitors can't follow you 
down the learning curve.” Is this consistent with their goal to 
do the best for themselves? What about their advice on page 
37: “What matters is not whether others win— it is a fact of 
life that they sometimes will—but whether you win.” (I sus- 
pect they meant to say “profit” instead of “win.”) Why not 
study price elasticity and then forecast the effects of alterna- 
tive strategies in an effort to identify the most profitable 
strategy? This could lead a firm to determine whether it is 
useful to increase production. In other words, it is not clear 
that this advice contributes to good decision making, and it 
is easy to see how a firm could be misled into trying to beat 
its competitors, a goal that the authors suggest avoiding. 

It is hoped that Co-opetition will stimulate researchers to 
test B&N's recommendations. I suspect that some recom- 
mendations will be useful and others will be misused. Right 
now, all we have is their word: “Thinking in terms of com- 
petition and cooperation—thinking co-opetition—has 
already benefited numerous businesses." This had the ring of 
an Infomercial. B&N credit the National Science Founda- 
tion and the Pew, Rhodes, and Sloan foundations with sup- 
porting their research. Perhaps these foundations would be 
willing to support researchers to test these ideas. 

The issues can be tested. For example, which is superior: 
(1) thinking about the problem using games as analogies, (2) 
using formal decision-aiding procedures that are widely 
available and have been shown to be effective, or (3) 
unaided management thinking? For example, we could ask 
independent teams to write up two-page analyses and rec- 
ommendations on the basis of advice from B&N's book. 
Other teams might be asked to do the same without using the 
book, but using formal procedures such as brainstorming to 
find at least five ways to improve return on investment, then 
using role playing to predict the outcomes, and finally mak- 
ing quantitative estimates of the profitability of different 
alternatives. Still other teams might analyze the problem as 
they normally do (perhaps by asking untested and mislead- 
ing questions such as, "What is our mission?"). Does use of 
the book lead different groups to the same recommendation? 
Does it differ from the recommendations by those using for- 
mal procedures? Which recommendations are best? I would 
expect those using existing formal procedures to do better 
than those using game analogies, and those following cur- 
rent practice to do worse. In addition, I expect that conduct- 
ing such "experiments" within companies would, in itself, 
lead to improvements in decision making. 

So will the people who use the concepts in this book 
make better decisions than will those who are armed only 
with a traditional economics course or another book or 
“street smarts”? We have to trust the authors, even though 
they tell us not to. 


Discussion 


I am generally skeptical when authors base their advice on 
their opinions. Opinion-based procedures, such as the BCG 


(Boston Consulting Group) matrix and the experience 
curve, are likely to produce less profitable decisions. Co- 
opetition is different. These opinions are based on a well- 
argued analogies games and business, and they lead to use- 
ful recommendations. 

At least, their recommendations seemed useful to me. 
B&N would describe a situation and then use game theory 
to explain why things turned out as they did. Their discus- 
sion provided insight about the problem. At the time I was 
working on this review, my wife and I visited a photographic 
exhibit by Harry Callahan. Callahan took photographs in 
many cities that we have visited. We looked at photographs 
such as the one of a person in Chicago and concluded that 
"he certainly captured the spirit of Chicago" Then we 
decided not to read the caption first. In subsequent pho- 
tographs, we could not figure out what city was being cap- 
tured. Was my reading of Co-opetition similarly deceptive? 

Co-opetition is aimed primarily at practitioners. It could 
provide supplementary reading in strategy courses as well 
а5 courses on pricing or negotiation. (Educators might want 
to use some of the 60 Powerpoint overheads provided on 
the coopetition web site.) The descriptions of how execu- 
tives at major corporations occasionally make what seem, 
in retrospect, such poor decisions, might lead students to 
take the advice seriously. Their games would serve as use- 
ful exercises in classes to illustrate various decision-making 
procedures. 

The writing is excellent if, like me, the reader appreci- 
ates the style of the Wall Street Journal. However, the over- 
all organization is difficult to follow, the index could have 
been better (e.g., where is Axelrod?), and the footnotes are 
distracting.3 


Conclusion 


The strength of this book is that it offers fresh and valuable 
perspectives on management. B&N summarize their advice 
in a checklist (pp. 262-63) that should help managers to 
generate strategies. More important, the book can help man- 
agers to develop strategies in which cooperation could be 
profitable and to identify situations in which competition 
could be unprofitable. The book is likely to make a major 
contribution to management thinking, and I have already 
recommended it to students and faculty. I expect that it will 
be read widely in the business community. 

Although I like the message, I remain skeptical. It is dif- 
ficult to match games to real situations. We do not know 
whether game theory, when compared with formal idea gen- 
eration procedures, will improve the search for alternative 
solutions. We have little evidence that game theory can sub- 
stantially improve the way managers think about problems. 
Finally, we lack evidence that game theory can improve pre- 
dictions of the outcomes of alternative strategies. So handle 
with care. After all, games are not exactly like businesses. 





3Pete Fader, a marketing professor at The Wharton School and а 
self-proclaimed footnote expert states, “Don’t you hate it when you 
go through the effort to check a footnote, only to find that it's just 
a useless quote from one of the author's colleagues?" 
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Relentless: The Japanese Way of Marketing 
by Johny K. Johansson and Ikujiro Nonaka (New 
York: HarperBusiness, 1996, 198 pages, $22.00) 


Johansson and Nonaka begin this book by asking, “Why 
bother about Japan now?" Indeed, why bother when many 
Japanese companies have been struggling to stay afloat since 
the burst of Japan's "bubble economy" in the 1990s, which 
triggered prolonged recession in its economy? Pundits in the 
United States have argued that the Japanese competitive jug- 
gernaut is over and there will be no more Japanese threat. 
The authors caution against this simplistic view and embark 
on explaining why. 

This is the second book on Japanese marketing since 
Kotler, Fahey, and Jatusripitak's (1985) The New Competi- 
tion. Kotler, Fahey, and Jatusripitak relate Japanese compa- 
nies' marketing strategy, particularly product development 
and introduction, to their systematic geographical expansion 
and characterize Japanese marketing strategy as being 
methodical and calculated to the point of near perfection. 
Conversely, Johansson and Nonaka in their new book portray 
Japanese marketing techniques as being intuition-based and 
even nonprofessional. Indeed, this seeming discrepancy of 
views has puzzled many pundits and marketing practitioners 
over the years. 

In my mind, both characterizations are true. Kotler, 
Fahey, and Jatusripitak describe how Japanese marketing 
strategy appeared to the outside observer. The 1970s and 
1980s amply evidenced how successful Japanese marketing 
strategy had been. Japanese companies had been able to 
establish their product positions around the world one after 
another in many mature industries once thought to be impen- 
etrable. Their marketing strategy must have been methodical, 
or at least that is how it appeared to the outside observer. If it 
had been methodical, it also could have been translated into 
actionable strategy formulas, which then could have been 
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taught at business schools. Reality is that ће quirks of Japan- 
ese marketing strategy have remained as elusive as ever. 

It is the Japanese marketing quirks that Johansson and 
Nonaka try to uncover by looking into the inner workings of 
Japanese companies. As seasoned scholars of Japanese mar- 
keting, the authors take the reader into the untextbook-like 
realities of Japanese hard work, dedication to excellence, and 
willingness and ability to change tactics and strategies sub- 
ject to ever-changing competitive environment. From inside 
the Japanese company, Japanese marketing practices appear 
intuition-based and even nonprofessional, because the con- 
stant change in their marketing practices is the constant state 
of Japanese marketing, as the authors characterize. 

Going back to the question, "Why bother about Japan 
now?", I believe there are two issues that must be raised in 
any book on Japanese marketing. First, the book should 
describe what Japanese companies really do. Second, it 
should explore ways in which U.S. and other foreign busi- 
ness practitioners can learn from Japanese practices. Johans- 
son and Nonaka have done an excellent job of describing 
what Japanese companies do in their marketing practices. 
Chapters are arranged as in a traditional marketing textbook, 
beginning with customer satisfaction—the crux of marketing 
philosophy—marketing research, segmentation, and target 
marketing, followed by 4 P's of the marketing mix (product, 
price, promotion, and place). As such, their book can be read 
as a supplementary reading by marketing students along with 
any standard marketing textbook. 

Business practitioners will probably read this book to 
learn not only about what Japanese companies do, but also 
about what Japanese marketing practices they can put to use 
in U.S. and other foreign environments. Japanese marketing 
practices that are highlighted in Johansson and Nonaka's 
book are pursuit of higher-order miryokuteki hinshitsu (emo- 
tional quality) in the product, pro-customer attitude ("spoil 
the customer"), use of context-specific market information, 
continual product and service improvement (kaizen), product 
chuming, willingness to accept cannibalization, target cost- 
ing, image-oriented advertising, and manufacturer-led distri- 
bution channel to stay close to the customer, among others. 
These concepts are nothing new in the marketing literature, 
but they are put together in such a logical fashion that the 
reader could appreciate the breadth and depth of Japanese 
marketing practices. 

According to the authors, the fundamental theme that 
emerges from these concepts is uncharacteristically simple: 
common sense. For example, regarding Japanese companies' 
famed attention to product and service details, they argue that 
*[t]he Japanese attention to product functioning and service 
support is born out of good business sense and not smart psy- 
chology" (p. 47). Unfortunately, the authors remain relatively 
silent on the applicability of those Japanese marketing prac- 
tices to U.S. companies and those of other nationalities. 

The fundamental question that needed to be raised and 
answered in this book is under what condition or conditions 
Japanese marketing practices that worked for Japanese com- 
panies could work for others. In my mind, there seem to be 
two underlying principles of the corporation that must exist 
in order to make most of the Japanese marketing practices. 
First, employees remain loyal and committed to the company 
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for which they work. Employee loyalty (originating from the 
company's sincere commitment to employees' job enrich- 
ment by long-term on-the-job training across various func- 
tional areas) makes it possible for employees to identify their 
personal interests with those of the company for which they 
work. Although employee loyalty seems to be thinning in 
recessionary Japan, it still remains the major backbone of 
many large Japanese companies. The single most important 
benefit of this built-in employee loyalty and stability is that 
the Japanese company can effectively retain market and com- 
petitor information and any other knowledge base embedded 
within its employees. 

Second, the company pursues marketing effectiveness 
(i.e., a corporate orientation to try to maximize benefits given 
the costs) rather than marketing efficiency (i.e., a corporate 
orientation to try to minimize costs given the targeted bene- 
fit level). Japanese companies’ "zero-defect,' “customer 
indulgence,” and “emotional quality” concepts symbolize 
their orientation toward marketing effectiveness as opposed 
to marketing efficiency. Those higher-order goals are inher- 
ently expensive to accomplish and thus would not likely 
translate into short-term profit maximization. 

As a result of their built-in employee loyalty and stability 
and marketing effectiveness orientation, Japanese companies 
tend to put less emphasis on short-term gain than on long- 
term gain. Thus, as Johansson and Nonaka attest, Japanese 
companies are willing to offer their customers more services 
free of charge (p. 31), assign more people to information 
gathering and conduct more in-house market data analysis 
(p. 53), make more product line extensions (called product 
churning) (p. 80) and accept more product cannibalizations 
(p.124), offer no temporary discounts (p. 128), create more 
image advertising (p. 134), and visit their distributors more 
frequently to stay close to their customers in and around the 
world (p. 153) than would normally be the case with U.S. 
companies. Target costing (p. 129) may be the only practice 
that attempts to contain cost inflation among Japanese mar- 
keting practices. 

In the United States, built-in employee loyalty and stabil- 
ity and marketing effectiveness orientation have increasingly 
become a scarce commodity as large companies, such as IBM 
and AT&T, have downsized extensively by shedding their 
bloated labor force and pursuing short-term profits to satisfy 
their investors, probably much more than their customers and 
let alone their employees. Consequently, the reader may feel 
a strong need for normative implications of Japanese market- 
ing practices as applied to companies that do not share those 
two fundamental corporate orientations. 

Therefore, in the last chapter, the authors attempt to qual- 
ify the virtue of Japanese marketing practices and proffer 
some conjectures on their applicability to Western compa- 
nies. It is somewhat odd, however, that the authors label 
Japanese marketing practices in a broad brush as being short- 
sighted despite their elaborate discussion of Japanese mar- 
keting successes over the last two decades. According to 
them, Japanese marketing practices excel in speed and flexi- 
bility in execution but not in innovative thinking about strat- 
egy (p. 159). However, their contention of Japanese market- 
ing successes over the last two decades being built on myopic 
thinking remains quixotic at best. 


The authors argue that speed and flexibility can ђе 
learned by Western companies. They are aware that "[t]he 
biggest headache for a Western company in emulating the 
Japanese practices is execution... [T]he real problem lies in 
implementing the strategies. Western companies falter in 
execution" (p. 168). They refer to a crucial distinction 
between the effectiveness orientation of Japanese companies 
and the efficiency orientation of Western, particularly U.S., 
companies. In their words, "[the Western] company that 
wants to adopt the best of the Japanese approach must take a 
long look at what it can realistically implement with its cur- 
rent resources of employee skills and know-how—including 
the degree to which productivity and efficiency are narrowly 
defined and measured short-term" (p. 168). Although they 
acknowledge the importance of on-the-job training rotations, 
they fail to pursue this issue further. 

In summary, despite these limitations, Relentless is a 
much welcomed addition to the existing literature on Japan- 
ese marketing. Although literature on Japanese marketing 
can be found in many journal articles, it is so disperse and 
diverse in focus that no comprehensive understanding of 
Japanese marketing practices can be made. Johansson and 
Nonaka's contribution lies in their comprehensive and in- 
depth coverage of various marketing topics unique to Japan- 
ese companies in a systematic manner. For those readers who 
seek knowledge of Japanese marketing practices, Relentless 
is a must reading and serves as a good reference book. Those 
readers who look for guidelines for applicability may still 
find this book useful but of limited value. 

In closing, the authors should be commended for raising 
our awareness of the intrinsic sources of Japanese compa- 
nies' competitiveness arising from their "common sense" 
marketing practices. Indirectly, they also cast some doubt 
that marketing practices could ever be a science. 
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Inside the Tornado: Marketing Strategies from Sili- 
con Valley’s Cutting Edge 

By Geoffrey A. Moore (New York: HarperCollins 
Publishers, 1995, 244 pages, $25.00) 


Marketing technology-based products is exciting—there 
is no debate about that. It is full of great promise and great 
risk. Those with the determination and resources to stay the 
course find themselves in enviable market leadership posi- 
tions. There are reasons and sometimes explanations why 
some companies succeed and some fail in this uncertain mar- 
ketplace. Geoffrey A. Moore, in his new book, Inside the Tor- 
nado, attempts to provide strategies for companies looking to 
succeed in the high-technology market. His first book, Cross- 
ing the Chasm (1991), is a reinterpretation of Rogers' (1962) 
work on diffusion of innovations. Its appeal is in its easy-to- 


understand representation and explanation of Rogers’ work 
placed within the context of the high-technology market. 

Crossing the Chasm and now Inside the Tornado are 
books written for the practitioner or professional market. 
Moore's first book provides an explanation for those practi- 
tioners looking for a road map to understand the bumpy ter- 
rain of high-technology markets. Moore's interpretation of 
the technology adoption cycle adds an important insight: 
Moving through the stages of technology adoption is not nec- 
essarily smooth. Moore identifies, from his experience in the 
high-technology industry, that moving a group of buyers 
from the early market to the mainstream market can create a 
chasm that must be recognized to navigate it successfully. 
Rogers’ original work points out that earlier adopters accept 
the risk of being early adopters and take longer to test the 
innovation than do later adopters. This can explain the reason 
for the chasm, or the cracks in the bell curve, as Moore 
defines it. 

Revisiting Moore's first book is important in reviewing 
his second. The first few chapters of Inside the Tornado are a 
recap of his revised technology adoption life cycle theory. 
The first book contains more detail and could help to explain 
questions that arise when reading the second. The first ques- 
tions that came to my mind were the following: Why this 
emphasis on only the technology adoption life cycle? Why 
isn't there an integration of well-known and recognized mar- 
keting models like the product/market matrix or the product 
life cycle? Strategies that are based on one model must be 
viewed cautiously. Moore is candid in his first book when he 
tells his readers that he does not have “documented sources 
of evidence anywhere in the book.” This is also the case in 
his second book, an important issue to remember when read- 
ing Inside the Tornado. There are examples of other practi- 
tioner books in which the author(s) have successfully cited 
both reference material and "sources of evidence." Writers 
such as Leonard-Barton in Wellsprings of Knowledge (1995) 
as well as Hamel and Prahalad in Competing for the Future 
(1994) demonstrate that interesting and useful books for 
practitioners can and should integrate what is known to be 
sound business practice with evidence, either from case stud- 
ies, personal interviews, or consulting jobs. Moore's exam- 
ples of companies that support his propositions are, for 
example, DEC, Oracle, Hewlett-Packard, Apple, Intel, and 
Lotus Notes, companies that we have read about before and 
that continue to be in the business press. Moore uses them 
and other well-known high-technology companies to demon- 
strate how they either did or did not use the technology adop- 
tion cycle to their advantage. 

So, what are Moore's propositions in Inside the Tornado? 
He states that he is interested in explaining how to be success- 
ful with breakthrough technology—those innovations that 
shift the existing paradigm or infrastructure. He takes the tech- 
nology adoption life cycle and maintains that at different 
Stages, companies must change their strategies. This is recog- 
nized in most marketing foundation texts in the sections 
describing the product life cycle. Moore sugpests strategies 
that are counter-intuitive to what is currently practiced by mar- 
keting strategists in industries other than high technology. 

Rogers' model, which is based on the behaviors associ- 
ated with technology diffusion, includes five main types of 
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people who participate in the diffusion of new technology or 
ideas: innovators, early adopters, early majority, late major- 
ity, and laggards. The distribution of these types of people 
follows a standard bell curve. Von Hippel's recent work 
(1988) on lead users confirms that there are different types of 
characteristics inherent in how people understand and accept 
new technology or ideas. His work focuses on successfully 
working with lead users (or innovators in Rogers’ work) in 
new product development and innovation. 

Moore has added more information to this early model by 
characterizing the stages in a slightly different manner. The 
innovators are technology enthusiasts, the early adopters are 
visionaries, the early majority are pragmatists, the late major- 
ity are conservatives, and the laggards are skeptics. The chasm 
comes between the early market and the mainstream market, 
after selling to visionaries and then trying to sell to the early 
majority, where the mainstream market exists. He also adds 
another transition phase in the model: After a company crosses 
the chasm and before it reaches market leadership in the main- 
stream market, it must pass through the "bowling alley" to get 
to the "tornado" that will propel it to the mainstream market, 
just when the late majority is beginning to accept the product. 

Moore describes each stage in terms of market orienta- 
tion. The early market is the introduction of the new technol- 
ogy, where technology enthusiasts and visionaries can be 
convinced to purchase it. (His frame of reference is new 
hardware or software applications.) The chasm is a difficult 
time for a company because the mainstream market is uncer- 
tain of the value of the new technology and has not commit- 
ted to it. The tornado is mass-market adoption, where the 
mainstream market selects from competing offerings and 
accepts the new infrastructure. For example, the market 
chose Windows over OS/2 as an operating system. However, 
to get to the tornado, the company and the technology also 
must pass through the bowling alley, where niche markets are 
the order of the day and special applications provide the 
momentum for the tornado to occur. As Moore says, the 
bowling alley is where people will mill around before there 
is a stampede creating the tornado. 

The book walks through each of these stages—the early 
market, the chasm, the bowling alley, the tornado, the main- 
stream market, and the end of life—to describe the type of 
strategies that will lead to success and to the next stage. As an 
example, he believes that to prove the merit of a new technol- 
ogy, attacking specific niche markets one after another will 
lead to wide acceptance of the technology and cause the tor- 
nado. The focus of the selling activity should be on the eco- 
nomic buyer in the end-user community. In contrast, in the 
tornado stage, the focus should be on the technical buyer, 
those responsible for maintaining the system. Moore also rec- 
ommends that when the tornado begins, demand outstrips 
supply and that a company should just ship. In a tornado, the 
distribution system is important but the customer is not. This 
is the time that the market decides between competing tech- 
nologies and competing platforms. Then, post-tornado, when 
the technology or product is on main street, it becomes impor- 
tant to rediscover the customer and to correct any mistakes 
that have been made. In all the descriptions about the differ- 
ent phases a market will go through, Moore has not provided 
any signposts. He alludes to tracking sales and watching them 
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go up and down. There is nothing more substantial to provide 
signs that the market is actually moving from one phase to 
another. This would definitely help companies determine 
when to change strategies. 

Inside the Tornado is a book with a specific audience: 
engineers and technologists attempting to introduce the next 
new infrastructure or killer application. The major problem I 
have with the book is its inability to connect the author's 
experience and opinion to mainstream marketing strategies. It 
is always important to challenge existing thought, and even in 
academic study, innovators are necessary to explore and iden- 
tify new ideas and new ways of doing things. However, there 
is a complete lack of understanding of the importance that key 
relationships play in the development of new products, tech- 
nologies, and markets. The success of specific new products 
has been studied extensively for more than 30 years, and there 
are some fundamental processes Moore neglects. Cooper 
(1993) explores the issue of success and failure of new prod- 
ucts, and the bottom line he reaches is that the product must 
meet a need in the market. The importance of buyer/seller 
relationships, particularly in improving the new product 
development process, is a growing area of study (Birou and 
Fawcett 1994). The adoption of new technology and new 
products can only happen after the groundwork of research 
and development is done. Moore skims over this important 
area. The issue of what the market wants and needs requires a 
combination of marketing and technical skills. It is critical in 
the ultimate fight in the marketplace for acceptance and part 
of strategy development. 

The first sentence in Burgelman and Maidique's (1988, p. 
1) book provides insight into what Moore's book is missing: 
"Technology and innovation must be managed" Moore 
describes the marketplace and its behavior after the work in 
an organization has been done, after the commitment to a 
particular technology or platform has been made. He 
assumes that the company already has a superior product. 
The marketplace will decide what it wants. However, current 
thought in managing and commercializing innovation 
encourages companies to work cooperatively with customers 
and suppliers to develop new technologies and products. 

Strategic market management is a complex issue for all 
companies, not just high-technology companies, and though 
Moore highlights specific differences, he does not base his 
propositions on a foundation of fundamental similarities 
(Aaker 1995). Market strategies come Кот recognizing 
internal resources, assessing external environmental issues, 
and understanding the market. It does not matter if this is for 
a new product or a new technology. Adoption of either will 
happen if a clear benefit is understood by and is affordable 
for the market. Developing and forecasting applications for 
new technology that could shift paradigms and change infra- 
structure is incredibly difficult. 

The value of Moore's work is in his adaptation of 
Rogers' model, which is referred to in many marketing, new 
product development, and technology management books. 
His use of Rogers' approach challenges the acceptance of 
seminal research. Moore has taken research and added to it 
with insights that are based on personal experiences. The 
next step and challenge is to support and validate Moore's 
propositions empirically. This would be valuable both to 


practitioners and for the advancement of knowledge in the 
field of technology diffusion. In addition, if Moore's adapta- 
tion holds true for hardware and software manufacturers, 
then testing his propositions in other high- -technology indus- 
tries such as telecommunications, biotechnology, or medical 
equipment manufacturing would continue to provide impor- 
tant information for both professionals and academics. 

As a marketing academic and former marketing practi- 
tioner in the telecommunications industry, Inside the Tornado 
made me question several assumptions in both the book and 
marketing literature: Can one model help practitioners 
improve their chances of success? How do professionals 
understand and use academic research? How can academic 
research and study truly assist professionals, and is that an 
important role? Inside the Tornado is a well-written book, 
providing readers with many colorful, engaging descriptions 
and definitions. Personally, I would never ignore the cus- 
tomer. The reality is, however, that the popularity of Moore's 
first book means he has filled a need for a specific group of 
people looking for solutions to their problems. His second 
book is in response to the unending search for easy explana- 
tions to complex problems. 
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Call for Papers 


JM/MSI SPECIAL ISSUE (Fall 1999) 


Fundamental Issues and 
Directions for Marketing 


Edited by George S. Day (University of Pennsylvania) and 
David B. Montgomery (Stanford University) 


Deadline for submission of proposals and abstracts: May І, 1997 





arketing as a scholarly discipline developed 

early in the 20th century. As we approach the 

end of this century and the~beginning of a 
new millennium, it is an opportune time to reflect on 
what the discipline has accomplished and to look to its 
future. The Marketing Science Institute and the Jour- 
nal of Marketing are collaborating to publish a special, 
extra issue of the journal that is intended to be a cat- 
alyzing event in this assessment. The publication will 
be an attempt to help define the future direction of 
marketing thought based on where we have been in 
the last century, where we are today as a discipline, and 
where we should be headed. 

Papers are sought that address the fundamental 
issues at the center of marketing. If these issues could 
be better understood and substantial progress toward 
their resolution shown, then the discipline could reach 
a higher level of relevance and influence. The issues 
are grouped according to the fundamental questions 
that define the scope and concerns of the field. 


I. How do customers and consumers behave? 
Much marketing thinking is guided by the belief 


that customers are rational value maximuzers. 
What do we really know about how choices are 
made and exchanges consummated, in an era of 
proliferating choices and rapid technological and 
social change, and how these choices are influ- 
enced by persuasive efforts? What do we know 
about understanding customer needs—-current, 
latent, and emerging? 
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II. 


What are the most appropriate models for 
describing and explaining the processes of search, 
preference formation and choice, and the result- 
ing customer experience? Why are customers sat- 
isfied or dissatisfied, loyal or defectors? Further- 
more, what do we need to know about the influ- 
ence of social trends, demographic shifts, and 
market reforms on individual behavior? 


How do markets function and evolve? 


The concepts of market segmentation, position- 
ing, and product life cycle are central to market- 
ing. Yet serious doubts have been raised about the 
validity and utility of these foundation concepts. 
Are they adequate to the task of describing and 
explaining the function, structure, and evolution 
of contemporary markets, or are new concepts 
and models needed? Issues that need to be 
addressed include the following: 

• Are market boundaries distinct and stable, ог 
shifting and overlapping? 

€ Is segmentation meaningful when it is possible 
to address and respond to segments of one? 

* How do new products diffuse into new 
markets? 

* How are patterns of market growth and evolu- 
tion shaped by the forces of globalization, rapid 
information diffusion, and competitive consol- 
idation? 

* How do vertical market structures shift, and 
how does value flow between levels? 


III. How do firms relate to their markets? 


In today's complex and dynamic global environ- 
ment, firms increasingly relate to one another in 
the multiple roles of customer, competitor, and 
collaborator. This raises questions concerning 
how firms should and do relate to their customers 
(and by extension, to their customers’ cus- 
tomers), suppliers and partners, and competitors. 


Marketing thought is shifting from an emphasis 
on transactions and acquisition to relationships 
and retention. Meanwhile, developments in 
information technology and networks facilitate 
interactive communications and help tighten 
relationships. There is a pressing need to under- 
stand the sources and implications of these 
evolving forms of linkages: Why do the parties 
participate, how are conflicts resolved in a web of 
relationships, and how do they evolve and adapt 
in global markets? How will electronic commerce 
and interactivity transform markets? 


Cooperative relationships are also changing the 
competitive landscape. Suppliers, customers, and 
channels and even rivals are entering into 
alliances and partnerships, which greatly extend 
the complexity of inter-firm relationships. How 
will increasingly disaggregated firms manage the 
total value or supply chain? What competitive 
advantages are gained, and how are they sus- 
tained? A related issue is, how do firms come to 
understand and anticipate the reactions of com- 
petitors? How should they deal with the emer- 
gence of coopetition? 


. What are the contributions of marketing 
to organizational performance and societal 


welfare? 


The role and value of marketing has been repeat- 
edly challenged. Within the organization there 
have been pointed queries about the productivity 
of marketing expenditures, the appropriate orga- 
nizational role and influence of the marketing 
function, and the contributions to financial per- 
formance. Where and when do marketing 
processes and activities need to be performed? 


There is also wide acceptance of the value of a 
marketing orientation to the organization. What 
is known and should be known about how this 
orientation is achieved and leads to better per- 
formance? 


From a societal perspective, what is the net con- 
tribution of marketing to societies and economies 
as a whole? What criteria should be used to judge 
the societal value? Who are the stakeholders? 
What theories and evidence can be used to 
objectively examine both the benefits as identi- 
fied by its advocates and the abuses seen by its 
critics? How might society seek to preserve the 
benefits and minimize the negative aspects? 


The motivation for a paper could come from gaps, 
contradictions, or deficiencies in existing theories; per- 
sistent problems in practice; the inability to extract 
empirical generalizations; or the promise of an emerg- 
ing theory or conceptual framework. We encourage 
both top down approaches that offer a broad sweep of 
the terrain and bottom up approaches that begin with 
a specific question enroute to rethinking a body of 
theory. 

The papers selected for publication will address 
one or more aspects of these issues by (1) assessing 
what is currently known, including any empirical gen- 
eralizations, (2) identifying gaps in our knowledge in 
light of current or anticipated development, and (3) 
offering provocative conceptual and theoretical 
insights. The choice criteria will favor wide-ranging 
and integrated inquiries that will advance the disci- 
pline and stimulate further research. We are not inter- 
ested in reviews that are simply exhaustive compila- 
tions of the extant literature. For this reason, we ask 
prospective authors to limit citations to two pages. We 
anticipate that selected commentaries on the chosen 
papers or groups of papers will also be included in the 
special issue. 

The special issue will be published during the sec- 
ond half of 1999. 'To meet this schedule the editors 
invite submissions of proposals and extended abstracts 
of possible papers by May 1, 1997. These should be sent 
to the Marketing Science Institute, Attention: 
JM/MSI Special Issue. These will be rigorously 
screened and candidates for development into full 
papers will be selected by June 15, 1997; the complete 
papers will be due by January 15, 1998. All papers will 
then be reviewed according to the Journal of Marketing 
standards and procedures. 

A. special by-invitation-only conference will be 
hosted by the Marketing Science Institute in late May 
1998, where the chosen papers will be presented and 
discussed by thoughtful practitioners and leading acad- 
emics. Final revised papers will be due January 15, 1999 
and final papers for inclusion in the special issues will 
be selected by March 31, 1999. The editors invite 
interested contributors to discuss their ideas informally 
before an abstract or proposal is submitted. George Day 
can be reached at (215) 898-8245 and David Mont- 
gomery can be reached at (617) 491-2060. 


Send Proposals or Abstracts to: 


Marketing Science Institute 
Attention: JM/MSI Special Issue 
1000 Massachusetts Avenue 
Cambridge, Massachusetts 02138 
Fax: (617) 491-2065 
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MANUSCRIPT GUIDELINES 
Journal of Marketing 


MANUSCRIPT AND DISK PREPARATION 

Submit five copies of your manuscript to Robert F. Lusch, 
Editor, Journal of Marketing, College of Business Adminis- 
tration, University of Oklahoma, 307 W. Brooks, Room 9, 
Norman, OK 73019-0450. 

Keep an extra, exact copy for future reference. 

Manuscripts should be typed double spaced, including 
references, on 84 x 11 inch white, nonerasable paper. Allow 
margins of at least one inch on all four sides. Type on one 
side of the paper only. The length of the manuscript should 
not exceed 50 pages (including all exhibits and references). 


WHAT GOES WHERE 
First page: Name of author(s) and title; author(s) foot- 
note, including present position, complete 
address, telephone number, fax number, and 
e-mail address (if available). Also include any 
acknowledgment of financial or technical 
assistance. 

Second page: Title of paper (without author's name) and 
8 brief abstract of no more than 50 words 
substantively summarizing the article. It 
should be informative, giving the reader a 
“taste” of the article. 

Next: The text with major headings centered on the page 

and subheadings flush with the left margin. 

Then: Technical appendices if applicable. 

Followed by: Footnotes numbered consecutively on a 
separate page. 

Then: Tables, numbered consecutively, each on a separate 
page. If tables appear in an appendix, they should 
be numbered separately and consecutively, as in 
Table А-1, А-2, and so on. 

Next: Figures, numbered consecutively, each placed on a 
separate page. As with tables, if figures appear in an 
appendix, they should be numbered separately, as 
in Figure А-1, А-2, and so on. 

Last References, typed double spaced in alphabetical 

order by author's last name. 


MATHEMATICAL NOTATION 

Mathematical notation must be clear within the text. 

Equations should be centered on the page. If equations are 
numbered, type the number in parentheses flush with the left 
margin. 

Unusual symbols and Greek letters should be identified 
by a marginal note. If equations are too wide to fit in a sin- 
gle column, indicate appropriate breaks. 


TABLES 

Tables should consist of at least four columns and four 
rows; otherwise they should be left as in-text tabulations or 
their results should be integrated in the text. 

The table number and title should be typed on separate 
lines, centered. 

Use only horizontal rules. 

Designate units (e.g., 96, $) in column headings. 

Align all decimals. 
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Refer to tables in text by number. Avoid using “above,” 
“below,” and “preceding.” 

If possible, combine closely related tables. 

Indicate placement in text. 

Make sure the necessary measures of statistical signifi- 
cance are reported with the table. 


FIGURES AND CAMERA-READY ARTWORK 

Figures should be prepared professionally on disk and as 
camera-ready copy. PhotoShop, Illustrator, and PowerPoint 
formats are preferred. 

Label both vertical and horizontal axes. The ordinate 
label should be centered above the ordinate axis; the 
abscissa label should be placed beneath the abscissa. 

Place all calibration tics inside the axis lines, with the val- 
ues outside the axis lines. 

The figure number and title should be typed on separate 
lines, centered. 

Once a manuscript has been accepted, complex tables and 
all figures must be on disk and camera-ready. Table and fig- 
ure headings should be typed on a separate page and 
attached to the appropriate camera-ready art. These titles 
will be set in our own typeface. 

Lettering should be large enough to be read easily with 
50% reduction. Any art not done on a computer graphics 
program should be professionally drafted in India ink. 

Do not submit camera-ready art until your manuscript 
has been accepted. If the artwork is completed, submit 
photocopies. 


REFERENCE CITATIONS WITHIN THE TEXT 

Citations in the text should be by the author’s last name 
and year of publication enclosed in parentheses without 
punctuation: “(Kinsey 1960).” If practical, the citation 
should stand by a punctuation mark. Otherwise, insert it in a 
logical sentence break. If you use the author’s name within 
the sentence, there is no need to repeat the name in the cita- 
tion; just use the year of-publication in parentheses, as in 
*, . . The Howard Harris Program (1966).” 

If a particular page, section, or equation is cited, it should 
be placed within the parentheses: “(Kinsey 1960, p. 112).” 
For multiple authors, use the full citation for up to three 
authors; for four or more, use the first author’s name fol- 
lowed by “et al.” (no italics). A series of citations should be 
listed in alphabetical order and separated by semicolons: 
(Donnelly 1961; Kinsey 1960; Wensley 1981). 


REFERENCE LIST STYLE 

References are to be listed alphabetically, last name first, 
followed by publication date in parentheses. Use full first 
name, not just initials. The reference list should be typed 
double spaced on a separate page. Do not use indents or 
tabs. Put two hard returns between each reference. 

Authors are responsible for the accuracy of their refer- 
ences. Check them carefully. 

Single- and multiple-author reference for books: 
Donnelly, James H. and William R. George (1981), Marketing of 

Services. Chicago: American Marketing Association. 


Single- and multiple-author reference for periodicals 
(include author's name, publication date, article title, com- 
plete name of periodical, volume number, month of publica- 
tion, and page numbers): 

Wensley, Robin (1981), “Strategic Marketing: Betas, Boxes, or 
Basics," Journal of Marketing, 45 (Summer), 173-82. 

Single- and multiple-author reference for an article in a 
book edited by another author(s): 

Nevin, John R. and Ruth A. Smith (1981), *The Predictive Accu- 
гасу of a Retail Gravitation Model: An Empirical Evaluation,” in 
The Changing Marketing Environment, Kenneth Bernhardt et 
al., eds. Chicago: American Marketing Association. 

If an author appears more than once, substitute four 
hyphens (this will appear as a l-inch line when typeset) for 
each author's name (do not use underlines): 

Fornell, Claes and David F. Larcker (1981a), "Evaluating Struc- 
tural Equation Models with Unobservable Variables and Mea- 
surement Error," Journal of Marketing Research, 18 (February), 
39-50. 

— — —— and ————— (19810), “Structural Equation Models with 
Unobservable Variables and Measurement Error: Algebra and Sta- 
tistics,” Journal of Marketing Research, 18 (August), 382-8. 


If two or more works by the same author have the same 
publication date, they should be differentiated by letters 
after the date. The letter also should appear with the citation 
in the text: 

Day, George (198 1a), "Analytical Approaches to Strategic Market 

Planning,” in Review of Marketing 1981, Ben Enis and Kenneth 

J. Roering, eds. Chicago: American Marketing Association. 

(1981b), “The Product Life Cycle: Analysis and Appli- 

cations Issues," Journal of Marketing, 45 (Fall), 60—67. 


References to unpublished works, such as doctoral disser- 
tations and working papers, should be included in the refer- 
ence list as follows: 

Coughlin, Maureen (1980), "Fear of Success: Reaction to Adver- 
tising Stimuli and Intention to Purchase,"doctoral dissertation, 

City University of New York. 


TECHNICAL APPENDIX 

To improve the readability of the manuscript, any mathe: 
matical proof or development that is not critical to the expo- 
sition of the main part of the text may be placed in a techni- 
cal appendix. 


READABILITY 

JM manuscripts are judged not only on the depth and 
scope of the ideas presented and their contributions to the 
field, but also on their clarity and whether they can be read 
and understood. Readers have varied backgrounds. Hence, 
the following guidelines should be followed: 


*Write in an interesting, readable manner with varied sentence 
structure. Use as little passive voice as possible. 

*Avoid using technical terms that few readers are likely to under- 
stand. If you use these terms, include definitions. Remember: 
The journal ıs designed to be read, not deciphered. 

*Keep sentences short so the reader does not get lost before the 
end of a sentence. 


REVIEW PROCEDURE 

The procedures guiding the selection of articles for publi- 
cation in JM require that no manuscript be accepted until 
after it has been reviewed by the editor and at least two mem- 


bers of the editorial review board. The decision of the editor 
to publish the manuscript is influenced considerably by the 
judgments of these advisors, who are experts in their respec- 
tive fields. The author's name and credentials are removed 
prior to forwarding a manuscript to reviewers to maximize 
objectivity and ensure that a manuscript is judged solely on 
the basis of its content and contribution to the field. 


ACCEPTANCE CRITERIA 

АП manuscripts are judged on their contributions to the 
advancement of the science and/or practice of marketing. 
All articles are expected to follow the rules for scholarly 
work, namely: 


*Use references to previous work when developing your model 
or theory. Do not assume other work on the subject does not 
exist, giving yourself credit for all the ideas in your manuscript. 

*When data collection is discussed, consider the relevance of the 
sample to the subject matter. Carefully chosen sample groups 
are preferable to haphazardly chosen subjects who have little 
knowledge of or relevance to the subject being studied. 

*Give as much information as possible about the characteristics 
of the sample and its representativeness of the population being 
studied. 

*Do not ignore the nonrespondents. They might have different 
characteristics than the respondents. 

*Give consideration to the limitations of your study, model, 
and/or concepts and discuss them explicitly in your manuscript. 
Be objective. 

*Use appropriate statistical procedures. 

*Address the reliability and validity of any empirical findings. 


PREPARING THE FINAL VERSION 

After a manuscript is accepted for publication, the final 
version must be submitted on a 3.5-inch disk. The disk copy 
should contain the entire manuscript, including tables, fig- 
ures, footnotes, and references. Although authors can pre- 
pare the disk copy using any word processing software that 
is Macintosh or IBM compatible, submission of the disk 
copy using Microsoft Word 6.0 for Windows is preferred. 
Save Word 7.0 files as Word 6.0. Please adhere to the fol- 
lowing guidelines when preparing the final version. 


1. Type everything in upper and lower case letters. 

2. Footnotes should not be used for reference purposes and 
should be avoided if possible. If necessary to improve the 
readability of the text, a few footnotes may be included. They 
should appear double spaced on a separate page and be num- 
bered consecutively throughout the text. 

3. Begin each new paragraph with a single hard return, not a tab. 
Also, use only a single space after each period, not a double 
space. Use the italic attribute rather than the underline 
attribute. 

4. Write the name of the software program used on the disk 
submitted. 


OTHER INFORMATION 

All published material is copyrighted by the American 
Marketing Association with future-use rights reserved. The 
does not limit the author's right to use his or her own mate- 
rial in future works. 

For details on manuscript preparation not covered here, 
see Chicago Manual of Style: The Essential Guide for 
Authors, Editors, and Publishers, 14th edition, Chicago: 
University of Chicago Press, 1993. For specific questions on 
content or editorial policy, contact the editor. - 
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Marketing Research 


Marketing Research: A Magazine of Management and Applications 1s wnt- 
ten by and for market research managers and practitioners. It concerns market 
research methods and strategies. It also 
addresses managing the market research 
function. Each issue contains a special 
section for essays and commentaries. 









Regular columns include: 
* Legislative & Regulatory Issues 
* Software Reviews 

* Management Tools 

* Data Collection 

* Research Methods 


Some of the topics recently covered 
include: 
• Telephone Interviewing 
• Estimating Market Share 
• Customer Satisfaction 
Measurement 
* E-mail Surveys—Potentials and 
Pitfalls 
* Advertising Tracking 
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PRICES: 

AMA Member: $45 
Individual Nonmember: $70 
Institution: $120 


FREQUENCY: quarterly 
Number of Issues: 4/year 
ISSN: 1040-8460 


Marketing Health 
Services 


Not just another health care magazine—the Marketing Health Services con- 
centrates on marketing It is written by marketers—both academics and practi- 
toners—in the forefront of the health care revolution. Its articles present 
research on the issues affecting how health care organizations compete and are 
promoted. Indepth analysis and knowledgeable insights are provided on the 
delicate balance between the financial viability of health care systems and 
organizations, in which marketing plays a vital role, and quality of care. 


Recent articles have included. 
* Demarketing Inappropriate Health Care Consumption 
* 15 Managed Care Managing To Kill Us? 
* Six Challenges Facing Catholic Health Care Marketing 
* Quality, Sacrifice, and Value in Hospital Choice 
* Patient Expectations of Dental Services 
* Marketing on the Internet 


PRICES: 

AMA Member: $45 
Individual Nonmember: $70 
Institution: $90 


FREQUENCY: quarterly 
Number of Issues: 4/year 
ISSN: 0737-3252 





SUBSCRIBE NOW! 
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This six issue newsletter is for t 
ness practiuoners and educators ' 
an interest in services marketing. 
newsletter includes reports on 
- ideas, trends, and theories in sèn 
marketing; stories of case hist 
from the nation's top companies іна 
services sector; and updates on com 
ences and seminars. Articles are 
tributed primanly by professiona 
the field. This newsletter is à mus» 
-those who keep on top of the » 
expanding services marketing indus 





FREQUENCY: bimonthly PRICES: 
Number of Issues: 6/year AMA Member: $20 
ISSN: 0819-0952 Individual Nonmember: $28 


Institution: $40 
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Marketing Management magazine provides information on planning 
implementing marketing strategy. It covers strategies for brand marketing, 5 
management, data base marketing, advertising, pricing, and distribution, arr. 
others It also provides in-depth coverage of trends in marketing law and gl 
marketing. 








Marketing Management often feature 

exclusive interview with one of тањ 
ing's top trailblazers—such noteable 

Harvey Mackay, author of Swim With 

Sharks, Nicholas Graham, founder 

CEO of Joe Boxer, and Charles 

Edwards, head of the marketing e 

for the 1996 Paralympic Games. 


Topics recently covered include: 
• Justifying Marketing Expenditure 
* Identifying Good Service Reps 
* Corporate Advertising and B» 
Equity 
* Green Marketing 
* Why People Shop 


FREQUENCY: quarterly PRICES: 
Number of Issues: 4/year AMA Member: $45 
ISSN: 1061-3846 Individual Nonmember: $ 
: Institution: $90 
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Ethics and Target Marketing: The Role of Product 
Harm and Consumer Vulnerability 


The Integration of Marketing Problem-Solving Modes 
and Marketing Management Support Systems 


Interactive Home Shopping: Consumer, Retailer, and 
Manufacturer Incentives to Participate in Electronic 
Marketplaces 


Enhancing Communication Between Marketing and 
Engineering: The Moderating Role of Relative 
Functional Identification 


Quality Tier Competition: How Price Change 
Influences Brand Choice and Category Choice 


An Investigation Into the Antecedents of 
Organizational Citizenship Behaviors in a Personal 
Selling Context 
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very year, a lot of people make a huge mistake on you pay less in taxes now. And since earnings on your SRAs 



















their taxes. They wind up sending Uncle Sam are tax deferred, your money works even harder for you. 
money they could be saving for retirement. What else do SRAs offer? The investment choice, 
Fortunately, that's а mistake you can avoid with flexibility, and expertise of TIAA-CREF — Americas " 
SRAs —tax-deferred annuities from ТІАА-СКЕЕ SRAs foremost retirement organization. 
nbt only ease your current tax bite, they offer an easy way Why write off the chance for a more rewarding 





to build retirement income —especially for the "extras" that retirement? Stop by your benefits office or call us at 
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HAROLD Н. MAYNARD AWARD 


ichard A. Spreng, Scott B. MacKenzie, Richard W. Olshavsky, Robert F. Lusch, and 
В К. Brown have been selected as recipients of the Harold Н. Maynard Award. 

Professors Spreng, MacKenzie, and Olshavsky's article, “А Reexamination of the 
Determinants of Consumer Satisfaction," was published in the July 1996 issue of the Jour- 
nal of Marketing. Professors Lusch and Brown's article, “Interdependency, Contracting, 
and Relational Behavior in Marketing Channels,” was published in the October 1996 issue. 
These articles were chosen by members of the Journal of Marketing Editorial Review Board 
for their significant contribution to marketing theory and thought. The award carries a cer- 
tificate and a cash prize, both of which are presented at the American Marketing Associa- 
tion's Summer Marketing Educators' Conference scheduled in Chicago from August 2 
through 5, 1997, at the Marriott Hotel. 


*Richard A. Spreng is Assistant Professor of Marketing, Michigan State University 

*Scott B. MacKenzie is Professor of Marketing, Indiana University 

*Richard W. Olshavsky is Professor of Marketing, Indiana University 
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MARKETING SCIENCE INSTITUTE/H. PAUL ROOT AWARD 


n prior years this award was known as the Alpha Kappa Psi Award. However, the Alpha 
| ^» Psi Foundation discontinued funding this award in 1996. We are pleased to 

announce that the new award Sponsor is the Marketing Science Institute. Glen L. Urban, 
Bruce D. Weinberg, and John R. Hauser have been selected as the recipients of the 
МЗИН. Paul Root Award for their article, “Premarket Forecasting of Really-New Products,” 
which was published in the January 1996 issue of the Journal of Marketing. Their article 
was chosen by the members of the Journal of Marketing Editorial Review Board for its sig- 
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Ethics and Target Marketing: 
The Role of Product Harm and 
Consumer Vulnerability 


Target marketing might be the epitome of the marketing concept. However, in certain instances it has been criti- 
cized as unethical. The authors identify explanations for the ethical concern and controversy that can arise over tar- 
geting. An empirical study confirms public disquiet over consumer vulnerability and product harmfulness, identifies 
which targeting strategies are evaluated as less ethical, and highlights the likelihood of consumer boycotts and 
other disapproving behaviors. Evidence of ethical concern arises when both "sin" and “non-sin” products are 
involved, and it increases for consumers perceived to be more vulnerable. The authors discuss implications for mar- 


keting managers, researchers, and public policy. 


t is not surprising to find that Tedlow's (1990) historical 

account of marketing in America is a history of market 

segmentation. Market segmentation, with its concomitant 
target marketing (targeting), is one of the most important 
concepts in marketing. The essence of market segmenta- 
tion—recognizing the differences among customers and 
choosing to target a segment of them with similar needs— 
has reached its zenith in the late 20th century. Many con- 
sumer markets have fragmented, increasing the need for 
sharply focused target marketing. Marketers, aided by infor- 
mation technology, have responded with strategies aimed at 
smaller and hence more elusive groups of consumers, even 
to the point of programs directed at the individual consumer. 
The sophistication of target marketing and recognition of its 
importance as a means of achieving efficiency and effec- 
tiveness have never been greater. But despite its role in iden- 
tifying and serving customer needs, more focused target 
marketing has been accompanied by increased criticism. In 
particular, extensive media attention has been devoted to the 
targeting of adult consumer segments viewed as *vulnera- 
ble,” with products considered “harmful,” which is the focal 
issue addressed here. This criticism of targeting has 
included products such as lottery tickets, fast food, weight- 
loss products, contraceptives, rental furniture and electrical 
equipment, food supplements, and financial services, such 
as auto insurance and credit cards.! Most extensive, how- 
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ever, has been the criticism of the targeting of alcohol and 
tobacco products, notably Uptown and Dakota cigarettes 
and PowerMaster malt liquor. 

In many respects, targeting epitomizes the marketing 
concept. Nonetheless, on occasion it has resulted in contro- 
versy and even has been criticized as unethical. This seem- 
ingly paradoxical outcome has received little theoretical or 
empirical scrutiny; yet it is clearly of importance to market- 
ing theory and practice. Certainly, marketers and public pol- 
icymakers must respond if there is public disquiet over tar- 
geting and therefore should be interested in its causes and 
consequences. Marketers might need to be especially 
responsive if their practices result in a diminished reputation 
for the firm, lost sales, and potentially, the regulation of tar- 
geting. From a theoretical standpoint, it 1s important to deter- 
mine whether there are boundary conditions to the assumed 
benefits of the targeting concept; in other words, the poten- 
tial for controversy and ethical concern might suggest that 
targeting is inappropriate for some products and markets. 

More broadly, there well could be legitimate concern 
about the ethics of targeting vulnerable consumers with 
harmful products. Marketers might respond to public dis- 
quiet over targeting because of the possibility of adverse 
economic consequences. However, they also are expected to 
make ethical marketing decisions (Laczniak and Murphy 
1993) and “have respect and concern for the welfare of those 
affected by their decisions” (Smith and Quelch 1993, p. 9). 

We introduce two cases and review the literature to 
reveal the extent of the criticism of targeting. We then use 
these materials to illustrate our conceptual framework. Next, 
we report two empirical studies that test our hypotheses 
about the conditions under which criticism of targeting is 
more likely to arise, particularly the characteristics of the 
marketing strategy. We also investigate possible conse- 
quences of this criticism, such as consumer boycotts and 
negative word of mouth. We conclude with a discussion of 
the findings and their implications for marketers, 
researchers, and public policymakers. 
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Criticism of Target Marketing 


The new product introductions of Uptown and PowerMaster 
were terminated prematurely. This was not because they 
failed to gain acceptance with their target markets, as is 
more typical, but because of controversy over their target- 
ing, as described in the two cases (Smith 1996) discussed 
subsequently. In each case, we show first how the logic 
underlying the strategies of the companies involved was 
compelling and the execution of these strategies apparently 
sound. We then provide the outcomes of the strategies and 
the explanations made for the controversy and for judgments 
of the strategies as unethical. By presenting what appears to 
be both “good marketing" and "bad ethics" in these cases, 
we illustrate the paradox of the criticism of targeting. 


Case 1: RJR's Uptown and Dakota Cigarettes 


In December 1989, the R.J. Reynolds Tobacco Company 
(RJR) announced plans for Uptown, a cigarette designed to 
appeal to black smokers. With cigarette sales declining, 
tobacco companies were aggressively seeking new cus- 
tomers. Whereas 2996 of the adult U.S. population smoked, 
the figure was 3496 for blacks. Market research showed 6996 
of African-American smokers preferred menthol (compared 
with 27% for all smokers) and that many blacks would favor 
Uptown’s lighter menthol. Advertisements suggesting glam- 
our, high fashion, and night life were planned for black-ori- 
ented media. Moreover, the cigarettes were to be packed fil- 
ter down, another response to research on preferences of 
black smokers. 

The attack on Uptown by the black Health and Human 
Services Secretary Louis W. Sullivan was unprecedented. In 
January 1990, he charged, 


This brand 1s cynically and deliberately targeted toward 
black Americans ... when our people desperately need the 
message of health promotion, Uptown's message is more 
disease, more suffering and more death for a group already 
bearing more than its share of smoking-related illness and 
mortality (Schiffman 1990, p. B8). 


Given extensive media criticism, RJR canceled plans for 
Uptowii, noting, “We regret that a small coalition of 
anti-smoking zealots apparently believes that black smokers 
are somehow different from others who choose to smoke" 
(Specter 1990, p. A3). A smoking policy institute spokes- 
woman argued, “Targeting ... is a standard procedure for 
marketing.... This is a product that is deadly when used as 
intended; that's the real issue" (Specter and Farhi 1990, p. 
A4). Soon after, RJR also changed the strategy for its 
Dakota cigarette targeted at white, 18—24-year-old, “virile” 
females. RJR had found itself “under heavy fire for a plan to 
market the new brand to one of the industry’s most vulnera- 
ble segments: young, poorly-educated, blue-collar women” 
(Freedman and McCarthy 1990, p. B1). RJR expanded the 
target to include males, but Dakota failed in test markets. 
Referring to the confrontation over both Uptown and 
Dakota, one analyst noted, “The well-to-do and well-edu- 
cated ... have quit smoking. Those who remain are the dis- 
advantaged. It's logical to target them, except you are send- 
ing a message society can't accept" (Freedman and 
McCarthy 1990, p. B1). 
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Case 2: Heileman's PowerMaster Malt Liquor 


Alcohol producers also were facing declining consumption 
and increasingly were targeting heavy users. In 1990, G. 
Heileman Brewing Company had seen its sales volume 
decline for the seventh year in a row and was desperate for 
successful new products. Malt liquor, a product dispropor- 
tionately consumed by blacks and in low-income neighbor- 
hoods, was one of the few growth categories. An industry 
commentator noted, “The category was developed for a соп- 
sumer who wanted a fast buzz, so the advertising plays that 
up" (Freedman 1991a, p. B4). In June 1991, Heileman 
announced plans for a new malt liquor called PowerMaster. 
At 5.9% alcohol, it was 31% stronger than Heileman's Colt 
45, the market leader, and had 6596 more alcohol than regu- 
lar beer. 

PowerMaster caused an uproar among anti-alcohol 
groups and black leaders. The Center for Science in the Pub- 
lic Interest (CSPI)—having earlier reported that black men 
had a 4096 higher death rate from cirrhosis of the liver than 
did whites—asked the brewer to stop distribution, stating, 
*higher octane alcoholic beverages have no place on the 
market, especially in communities where residents already 
suffer disproportionately from alcohol and other drug prob- 
lems" (Bureau of National Affairs 1991, p. 41). Boycotts 
were planned. On June 20, the Bureau of Alcohol, Tobacco 
and Firearms announced that its approval of the PowerMas- 
ter label was a mistake and required Heileman to drop the 
word “power.” PowerMaster became “а magnet of contro- 
versy from the moment it reared its alcohol-enhanced head. 
Federal officials, industry leaders, black activists, and media 
types weighed in with protests that PowerMaster ... was an 
example of a bad product, bad marketing, and, essentially, a 
bad idea" (Farnham 1992, p. 82). On July 3, Heileman with- 
drew PowerMaster, because “the brand name was the prod- 
uct” (Freedman 19915, p. B1). While an anti-alcohol group 
suggested that brewers “will think twice before targeting 
vulnerable, inner-city groups again" (Freedman 1991b, p. 
ВІ), the Beer Institute accused such critics of patronizing 
blacks and Hispanics. Fortune described PowerMaster as 
one of the biggest business goofs of 1991, noting that “tar- 
geting black consumers with anything less wholesome than 
farina has become politically risky” (Farnham 1992, p. 82). 


Relevant Literature 


The research literature on targeting-related ethical issues 
includes studies of direct marketing because of privacy con- 
сегпѕ (e.g., Smith 1994) and of the targeting of children 
(e.g., Pollay 1993) and the elderly (e.g., Benet, Pitts, and 
LaTour 1993). Disquiet over the targeting of both young and 
elderly consumers rests on the well-established vulnerabil- 
ity of these consumers; for example, Mazis and colleagues 
(1992, p. 22) write that “children or young adults ... [are] 
vulnerable consumers ... not in a position to make mature, 
rational judgments.” Indeed, it is this vulnerability of chil- 
dren that underlies Food and Drug Administration (FDA) 
restrictions on tobacco marketing, which took effect Febru- 
ary 1997. These regulations include a ban on all outdoor 
advertising within 1000 feet of schools and a “tombstone” 
format for all other advertising accessible to children (Her- 
nandez 1996). However, at issue in the cases presented here 


and in this study as a whole is the targeting of nonelderly, 
adult consumers, a group presumed hitherto to be fully capa- 
ble of consumer decision making. Only recently—and con- 
troversially—has it been suggested that a subset of these 
adult consumers be considered "vulnerable?" The criticism 
of targeting vulnerable adult consumers has received little 
research attention. This is notwithstanding the cases pre- 
sented here, the ensuing media debate (e.g., Bromberg 1990; 
Calfee 1991; Pomeroy et al. 1992; Zuckoff 1992), and even 
calls for legislation to restrict targeting (Schlossberg 1990). 

The literature on targeting adult consumer segments 
viewed as “vulnerable” with products considered “harmful” 
was prompted largely by the events described in Cases 1 and 
2. It is almost exclusively specific to women and minorities 
and tobacco and alcohol products. Pollay, Lee, and Carter- 
Whitney's (1992) content analysis of advertisements finds 
that ethnic segmentation of the cigarette market is not new, 
dating back to 1950 or earlier. They maintain that criticism 
of segmentation has occurred only with problematic prod- 
ucts and, in such cases, segmentation's efficiency “delivers 
more death and disease, not more benefits, and provides a 
disservice, not a service" (p. 46). Pollay (1993) finds that 
cigarette companies have targeted women (and youth) since 
the 1920s, though a study by Rifon, Vanden Bergh, and 
Katrak (1994) indicates that women have not been dispro- 
portionately targeted relative to men. Spratlen (1993) sug- 
gests that cigarette advertising targeting blacks is unethical 
because of the vulnerability of this market and the dispro- 
portionality of negative effects in this group's consumption. 

In a review of alcohol promotion to ethnic minorities, 
Williams and Mulhern (1993) observe that pending legisla- 
tion would limit alcohol advertising aimed at “greater risk" 
consumers, such as heavy drinkers, young people, ethnic 
minority groups, and women. They differentiate between 
good ethnic targeting and targeting "that may have detri- 
mental consequences on consumer well-being" (p. 69), sug- 
gesting that the criterion to be applied is whether advertising 
increases alcohol consumption. However, they found little 
conclusive evidence of a causal relationship in a review of 
empirical studies. Moore, Williams, and Qualls (1996) agree 
(though we note that any review of the impact of targeting 
on consumption cannot be limited to advertising alone 
because targeting encompasses all elements of the market- 
ing mix) They suggest that the targeting of alcohol and 
tobacco to ethnic minorities is “good business” rather than 
conscious racism but propose that there could be a percep- 
tion of a racist motivation under certain conditions, includ- 
ing whether targeting takes advantage of consumers who are 
more vulnerable due to income, education, knowledge, age, 
maturity, life's circumstances, and so on. 

Ringold (1995), in a review of social criticisms of the 
targeting of cigarettes and alcohol, observes that targeting 
that involves "equal participants" in transactions typically is 
regarded as acceptable, whereas “objections are almost cer- 
tain if targeting entails ‘disadvantaged’ or ‘vulnerable’ con- 
sumers participating in transactions involving products such 
as alcohol and cigarettes" (p. 579). She proposes that pro- 
ponents of targeting subscribe to a "competent consumer 
model,” in which consumers are generally skeptical of com- 
mercial information, recognizing its limitations and useful- 


ness. By contrast, critics of targeting subscribe to a ^vulner- 
able consumer model,” in which vulnerability is due to a 
diminished capacity to understand advertising, product 
effects, or both. Ringold questions claims of consumer vul- 
nerability and argues that there is consumer skepticism and 
substantial understanding of the harmful effects of tobacco 
and alcohol, even among young consumers. However, Smith 
and Quelch (1993, p. 193) submit that targeting “creates vic- 
tims of market segments” when harmful products are 
involved. Finally, Treise and colleagues (1994), in a survey 
of consumer perceptions of a variety of advertising prac- 
tices, find that consumers agreed that liquor and cigarette 
advertising to inner-city markets is unethical, as are lottery 
advertisements to low-income consumers. 

In summary, the literature examines the social disquiet 
over targeting but is largely specific to alcohol and tobacco 
products targeted at ethnic minority consumers. Moreover, it 
offers only limited explanations for this criticism and gives 
little consideration to the prospect of concern about other 
products or targets. 


Conceptual Framework 


Our cases and the literature provide the basis for a concep- 
tual framework that informs understanding of ethical con- 
cern and controversy over targeting and guides our empiri- 
cal investigation of the conditions under which criticism 
could arise. The key components of targeting strategies are 
the product and the target. The cases described previously 
indicate that criticism of targeting is related to two key fac- 
tors: (1) the perceived harmfulness of the product and (2) the 
perceived vulnerability of the target. As Ringold (1995, p. 
579) suggests, "the social acceptability of targeting is 
largely a function of individual commentators' judgments 
about particular consumers and specific products" In the 
RJR case, criticism focused on the harmfulness of cigarettes 
coupled with the perceived vulnerability of blacks and 
young, poorly educated, white women. In the Heileman 
case, criticism was based on the harmfulness of alcohol, par- 
ticularly in inner-city neighborhoods, coupled with the per- 
ceived vulnerability of low-income minority consumers. 
Accordingly, if products are considered to be more or less 
harmful and targets viewed as high or low in vulnerability, 
we can conceive of four generic types of targeting strategies, 
as shown with illustrative examples in Figure 1. Product 
harmfulness, target vulnerability, and their roles in the 
process of ethical evaluation of targeting strategies are dis- 
cussed more fully in the following sections. 


Product Harmfulness 


The Code of Ethics of the American Marketing Association 
states that marketers should conform to the basic rule of pro- 
fessional ethics not to do harm knowingly, and they should 
offer products and services that are safe and fit for their 
intended uses. Hence, targeting could be criticized and eval- 
uated as unethical when it involves products perceived as 
harmful because of the marketer's obligation to avoid caus- 
ing harm. Much of the discussion of product safety in the lit- 
erature relates to physical harm (e.g., Laczniak and Murphy 
1993, pp. 84—85). However, we also would include eco- 
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FIGURE 1 
Types of Targeting Strategies! 
PRODUCT 
Less Harmful More Harmful 
Low e.g., Low-fat e.g., High-interest 
Vulnerability hamburger to rate credit card 
above-average to suburban 
income consumer 
consumer target 
target 
Strategy 1 Strategy 2 
TARGET e.g., Low-nicotine e.g., High-alcohol 
cigarette to content malt 
black consumer liquor to less 
target? than high- 
school 
educated 
consumer 
target 
High 
Vulnerabiity Strategy 3 Strategy 4 





A ———MÀÀ—À————À——— 
tReferences to product harmfulness and target vulnerability are to 
the perceptions of these factors. Also, both in reality could be con- 
ceived as having a continuum; however, for our purposes, each is 
divided into two categorles. 

2Some people never would consider cigarettes to be in a less harm- 
ful category because of the strong evidence of the harmful nature 
of smoking. However, we note that cigarettes can differ in their lev- 
els of harm (e.g., through a reduction in benzo(a)pyrene, the can- 
cerous compound in tobacco smoke) and hence some types can be 
considered "less harmful.” 


nomic harm (e.g., overpaying tax because of a faulty tax 
software package) and psychological harm (e.g., embarrass- 
ment from a hair coloring product that results in an unnat- 
ural color). 

If perceived product harmfulness were the sole explana- 
tion for criticism of targeting, the implications for managers 
and policymakers would be well established and the threat 
to a core tenet of marketing obviated. However, though it is 
true that there has been disquiet only about targeting that 
involves “harmful” products (Pollay, Lee, and Carter-Whit- 
ney 1992), this criticism has been expressed only when tar- 
geting also involves “vulnerable” populations. 


Target Vulnerability 


Vulnerability refers to a susceptibility to injury or to being 
taken advantage of by another person. Benet, Pitts, and 
LaTour (1993, p. 46) refer to the perception of the elderly as 
“a vulnerable group, more susceptible to unscrupulous busi- 
ness practices than younger groups.” Andreasen and Man- 
ning (1990, p. 13) refer to “those who are at a disadvantage 
in exchange relationships where that disadvantage is attrib- 
utable to characteristics that are largely not controllable by 
them at the time of transaction.” A special issue of the Jour- 
nal of Public Policy & Marketing (Spring 1995), which was 
devoted to vulnerable populations, included articles on the 
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vulnerabilities of the medically underserved, African-Amer- 
icans, women, rural residents, Mexican immigrants, drug 
addicts and alcoholics, children, and the recently bereaved. 
Although consumer vulnerability is not defined specifically, 
these articles provide some indication of who is considered 
to be a vulnerable consumer and how this vulnerability 
influences consumption behaviors. 

In a review of their legal status, Morgan, Schuler, and 
Stoltman (1995, p. 267) suggest vulnerable consumers orig- 
inally were conceived as “unusually susceptible ... small 
groups of consumers who have idiosyncratic reactions to 
products that are otherwise harmless when used by most 
people.” They propose a broader view of vulnerability con- 
sistent with recent litigation and statutes that goes beyond 
physical hypersensitivity to include persons “incapable of 
making informed decisions at the time of purchase” (p. 
272). Their expanded typology of vulnerability (pp. 273-74) 
includes “physical competency” (e.g., hearing disabilities 
associated with aging), “mental competency" (e.g. 
dyslexia), and “level of sophistication” (e.g., low ѕосіоесо- 
попис background), as well as physical hypersensitivities. 

In keeping with these examples and definitions, we 
define vulnerable consumers as those who are more suscep- 
tible to economic, physical, or psychological harm in, or as 
a result of, economic transactions because of characteristics 
that limit their ability to maximize their utility and well- 
being. Limiting characteristics among adult consumers can 
include a low level of education or income. These charac- 
teristics, in addition, can be associated with ethnicity and 
domicile (e.g., inner-city residents frequently have lower 
levels of education and income). In addition to these demo- 
graphic factors, a variety of other variables also can limit the 
consumer, such as low cognitive ability, asymmetry of infor- 
mation, and restricted mobility. 

Consumer vulnerability has not been researched exten- 
sively and, as yet, is inadequately understood. However, 
prior criticism of targeting has emphasized certain demo- 
graphic characteristics generally perceived to be associated 
with vulnerability. Accordingly, in our investigation, we 
focus on ethnicity, domicile, and low levels of education and 
income. 


Ethical Evaluation of Targeting Strategies 


The media, special interest groups, and some public officials 
have criticized the targeting of certain products. Smith and 
Quelch (1993, p. 193) highlight the role of organized and 
vocal interest groups in pressuring companies to stop target- 
ing. As we note in (ће first case, RJR blamed “a small coali- 
tion of anti-smoking zealots.” Moreover, the extent of the 
debate over PowerMaster was due in part to a well-orches- 
trated campaign by CSPI that resulted in Heileman being 
“sandbagged” by the media.2 However, it has not been 
established whether there is a broader societal concern about 
targeting. Indeed, Calfee (1991, p. 18), refers to the “aston- 
ishing degree of political suspicion that has descended on 
the practice of targeting” and suggests that the media got it 
wrong. Accordingly, do the ethical evaluations of targeting 





2Interview by the first author with George Hacker, Director of 
the Alcohol Policy Project at CSPI, January 1995. 


strategies by observers reported in the media reflect those of 
à broader group of public observers ("publics"), be they 
consumers of the product, members of the media, the gov- 
ernment or other organizations (e.g., churches, groups that 
represent the targeted consumer), or the public at large? 

We can identify a process of ethical evaluation by these 
publics, incorporating product harmfulness and target vul- 
nerability. This process begins with a marketer developing a 
targeting strategy; its key characteristics are the product and 
the target. Perceptions of product harmfulness and target 
vulnerability affect publics’ judgments of the ethics of the 
strategy ("ethical evaluations," as operationalized in the fol- 
lowing section), which in turn influence any behavioral 
responses. Approving and disapproving behaviors provide 
feedback to the marketer and can affect subsequent market- 
ing strategies. We state the different possible ethical evalua- 
tions of targeting strategies and their consequences more 
formally in the following section, as hypotheses. 


Hypotheses 


Our empirical studies assess whether Cases 1 and 2 are gen- 
eralizable. We attempt to establish the likelihood of public 
disquiet over targeting that involves a variety of possible 
"vulnerable" targets and “harmful” products. We also inves- 
tigate the basis for this concern: Is it due to product harm- 
fulness, target vulnerability, or both? 

We doubt that vulnerability alone is the basis for criti- 
cism, because it appears to have resulted only over targeting 
that also involves "harmful" products. Indeed, though tar- 
geting minorities has resulted in controversy because of 
their perceived vulnerability, these segments historically 
have been undertargeted, and some targeting of minority 
markets has been praised, such as Mattel's African-Ameri- 
can doll, Shani, and Estee Lauder's "All Skins" makeup 
(Zuckoff 1992). Moreover, our definition of vulnerability 
indicates that susceptibility to harm is key to vulnerability, 
suggesting a role for product harmfulness. Many commen- 
tators (e.g., Bromberg 1990; Schlossberg 1990; Zuckoff 
1992) maintain that the questioning of Uptown, Dakota, and 
PowerMaster was entirely due to product harmfulness: “It’s 
not the targeting that's the enemy. It's the product" (Moore 
1990, p. 5D). However, given evidence in the cases and the 
literature that perceived consumer vulnerability is also an 
issue, the alternate explanation is that it is the combination 
of perceived product harmfulness and target vulnerability 
that results in criticism of targeting. In many respects, this is 
a more serious matter for marketers because targeting itself 
is being challenged. 

The cases suggest that the least ethical strategy among 
the four types proposed within the conceptual framework is 
targeting a more harmful product to a high-vulnerability 
segment. If the levels of both product harmfulness and tar- 
get vulnerability are elevated, we would expect there to be 
substantial ethical concern. This leads to our first hypothesis 
(see Figure | for labeling of strategies): 


H,: A strategy of targeting a more harmful product to a high- 
vulnerability segment (strategy 4) will receive lower ethi- 
cal evaluations than will a strategy of targeting a less harm- 
ful product to a low-vulnerability segment (strategy 1). 


To isolate the effect of product harm, in Н, we hold vul- 
nerability constant and compare ethical evaluations for 
products differing in perceived harm that are targeted at the 
same high-vulnerability segment. Hence, in comparing 
strategies 3 and 4, we expect that ethical evaluations will be 
lower when product harm is greater: 


Нз: A strategy of targeting a more harmful product to a high- 
vulnerability segment (strategy 4) will receive lower ethi- 
cal evaluations than will a strategy of targeting a less harm- 
ful product to a high-vulnerability segment (strategy 3). 


If ethical concern over targeting were only a function of 
the harmfulness of the product involved, as some commen- 
tators have suggested, we would not anticipate any differ- 
ence in ethical evaluations for strategies involving the same 
products targeted at different segments. However, our con- 
ceptual framework suggests that target vulnerability does 
influence ethical evaluations of targeting strategies. In H3, 
we isolate the effect of target vulnerability. We hold product 
harm constant and compare ethical evaluations for products 
of high perceived harm that are targeted at segments that dif- 
fer in their levels of perceived vulnerability: 


H;: A strategy of targeting a more harmful product to a high- 
vulnerability segment (strategy 4) will receive lower ethical 
evaluations than will a strategy of targeting a more harmful 
product to a low-vulnerability segment (strategy 2). 


Marketers are likely to consider whether ethical evalua- 
tions lead to action, especially expressions of criticism or 
consumer boycotts. Such disapproving behaviors can have 
powerful effects, as RJR and Heileman discovered. But, 
conceivably, publics could respond positively by praising a 
company’s actions, in recognition of segmentation’s benefi- 
cial effects. Our conceptual framework suggests that a con- 
sumer who evaluates a strategy as less ethical is more likely 
to engage in a disapproving behavior and less likely to 
engage in an approving behavior than is a consumer with a 
more ethical evaluation. Because of the difficulties in elicit- 
ing behavior in a controlled study, the following hypotheses 
specify behavioral intentions: 


Ha, (На): Intentions to engage in disapproving (approving) 
behaviors will be related negatively (positively) to 
the ethical evaluations that a strategy receives. 


These hypotheses identify the conditions under which 
ethical concern and criticism could arise. In addition to these 
considerations, we investigated what types of consumers, in 
terms of demographic descriptors, are most critical of tar- 
geting and most likely to take disapproving or approving 
actions. 


Method 


We tested our hypotheses in two largely similar studies that 
differed by product type and target demographics. A 
between-subjects design was used to minimize demand 
effects. The design was a 2 (more/less harmful) x 2. 
(high/low vulnerability) full factorial, in which each cell 
represented one of the four strategies in Figure 1. Each study 
included two target characteristics (e.g., race, education) 
and two product classes (e.g., cigarettes, hamburgers), using 
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all possible combinations (і.е., each target characteristic and 
each product class was represented in all four cells of the 
design). There was a total of 16 scenarios in each study. 


Independent Varlables 


We operationalized target vulnerability as a demographic 
characteristic generally perceived to limit the consumer's 
ability to maximize utility and well-being in economic 
transactions. We operationalized product harm as a product 
attribute perceived to be more or less harmful, depending on 
the amount in the product (e.g., nicotine in cigarettes). The 
high level equaled the highest amount available in the mar- 
ket. The low level equaled the lowest amount available in the 
market for all products, except for malt liquor in Study II 
(because there is a legal minimum in some states for malt 
liquor, we used the lowest amount allowed by law: 5.196). 
We used the same products across all four strategies to pre- 
vent variations between product classes from affecting 
results and avoided all brand names to prevent influence 
from previous publicity or opinions. 


Pretest. Our choice of targeting strategies was guided by 
a pretest that examined perceptions of less versus more 
harmful products and low versus high target vulnerability. А 
sample of 59 college students rated eight product and four 
target descriptions. We chose the products and targets tested 
from those that have elicited some criticism in the media 
(not limited to Cases 1 and 2). 


Scenarios. Each scenario included a target described in 
terms of a vulnerability characteristic and a product 
described by its harmful product attribute. To make the raw 
values of the harmful attributes more meaningful, we 
included the mean amount across all major brands as a ref- 
erence. For example: 


A large company, well-known to the public, recently intro- 
duced a new cigarette. This cigarette is intended to appeal 
to consumers who are college graduates. The cigarette has 
.05 milligrams of nicotine. The average amount of nicotine 


per cigarette across all companies is .81 milligrams. 


Depe:»dent Variables 


Ethical evaluations. То measure the ethical evaluation of 
the scenarios, we adopted Reidenbach and Robin's (1990) 
multidimensional ethics scale (MES).3 Previous studies find 
alphas of .71 to .92, for each of the three MES subscales, 
plus moderate to good convergent, discriminant, construct, 
and predictive validity (Reidenbach and Robin 1990; 
Reidenbach, Robin, and Dawson 1991). Although criticisms 
have been raised (Hansen 1992; Skipper and Hyman 1993; 
also see replies by Reidenbach and Robin 1993, 1995), the 
scale is used widely to measure ethical judgments (e.g., 
Flory et al. 1992; LaTour and Henthorne 1994; Robertson 


3The MES provides a measure of respondents' evaluations of the 
ethics of our scenarios and provides some indication of their ratio- 
nale for these evaluations. It cannot provide definitive value judg- 
ments on the targeting strategies described. This is a task of nor- 
mative marketing ethics, as later explained. 
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and Ross 1995; Tansey, Hyman, and Brown 1992). Further- 
more, our search of the literature did not reveal another val- 
idated, multidimensional scale appropriate to evaluating the 
ethics of marketing strategies. Therefore, we adopted the 
MES scale. However, we modified the instructions for the 
scale to explain *unspoken promise" and "unwritten con- 
tract" because respondents reported difficulty in under- 
standing these items in the pretest. 

The three dimensions or subscales are “тога! equity" 
(ie., just/unjust, fair/unfair, morally right/not morally 
right, and acceptable/not acceptable to my family), "rela- 
tivistic" (i.e., culturally acceptable/unacceptable and tradi- 
tionally acceptable/unacceptable), and “contractualism” 
(i.e., violates/does not violate an unspoken promise and 
violates/does not violate an unwritten contract). The moral 
equity dimension is broad-based. Reidenbach and Robin 
(1990, p. 646) suggest it “relies heavily on lessons from 
our early training that we receive in the home regarding 
fairness, right and wrong as communicated through child- 
hood lessons of sharing, religious training, morals from 
fairy tales, and fables.” The relativism dimension, they 
suggest (1990, p. 646) is “more concerned with the guide- 
lines, requirements, and parameters inherent in the 
social/cultural system than with individual considera- 
tions” and can be acquired later in life. The contractualism 
dimension is in keeping with the notion of a social con- 
tract between business and society (Donaldson and Dun- 
fee 1994). If support for hypotheses about ethical evalua- 
tions is more evident on one dimension than another, this 
could allow some speculation as to the rationale for ethi- 
cal judgments of targeting. For example, differences in the 
evaluation of targeting strategies on the contractualism 
dimension might suggest that respondents are concerned 
about the violation of the “ethics of exchange” (Reiden- 
bach and Robin i990, p. 647). This could have implica- 
tions for responses by marketers. Conceivably, they might 
argue that the “terms” of the social contract are misunder- 
stood and that targeted consumers’ freedom to choose is 
paramount. 


Behavioral intentions. The second set of dependent vari- 
ables measured the likelihood of performing each of five 
disapproving behaviors (e.g., stop buying the company’s 
products) and two approving behaviors (e.g., tell friends to 
buy the company’s products). The items were based on 
descriptions of consumer activism (Berry 1977; Vogel 
1978). Suitable preexisting scales were not available. 


Reliability and validity of the MES. We examined the 
reliability and validity in our study of the MES scale, the 
more critical dependent variable. The coefficient alphas for 
the three dimensions of the MES scale indicate satisfactory 
internal reliability as follows: moral equity dimension .93 
(Study I) and .91 (Study П), contractualism .86 and .85, and 
relativism .70 and .69 (these alphas are consistent with pre- 
vious studies). To test for construct validity, we analyzed the 
correlations between each ethical dimension and each 
behavior. As expected, each ethical dimension correlates 
negatively and significantly with each disapproving behav- 
ior, and there are significant, positive correlations between 
ethical dimensions and approving behaviors (see Table 1). 


TABLE 1 


Correlations Between Ethical Evaluations and Behavioral Intentions 
РЕШЕ —Á—EIDSAD SE PUE CM COMAS e Sa a N NND EN CR 


Ethical Dimensions 





Behavioral Intentions Moral Equity Relativism Contractualism 





Disapproving Behaviors Study! Study Il Study! Study Il Study! Study II 
Stop buying the company's products —68'* –.59*** —b2"*  -23'"* —41"* -27"** 
Tell your friends to stop buying the company's products —70"*  -57'"* —58"* = ~.23*"* —43*"*  -Q9o** 
Complain to a newspaper or radio or television station —397"**  -Q5"* —32*"*  —418*"* —29"* = —,29*** 
Call or write company to complain about action —40'*  —,36*** —393"* – 17“ —90"* -—23'* 
Write member of Congress to criticize company —396"* .39*** —32"*  —19*"* —29"*  -Qg3"* 
Approving Behaviors 

Tell friends to buy company's products .2g*** .15** .18*** .02 .M**  —07 
Call or write company to praise the action .09* .108 .02 .04 .02 .00 
ap < .06. 

*p < .05. 

**p « .01. 

***p < .005. 


Overall, these results support the reliability and validity of 
the MES scale dimensions.4 


Sample and Procedure 


We recruited convenience samples of adult respondents 
while they were waiting to see one of two historical sites or 
to board a train at a station in a South Atlantic city. These 
locations were selected to include adults (i.e., nonstudent 
respondents), to achieve both geographical and racial diver- 
sity (and obtain a sample close to being nationally represen- 
tative), and to ensure the cooperation of respondents willing 
to take the 20 minutes required to complete the question- 
naire. Trained assistants (uninformed about the study's 
hypotheses) collected the data from people waiting for rela- 
tively long times, either to gain admission (a 60-90 minute 
wait) or to board a train (at least 30 minutes from departure). 
These assistants: asked potential subjects to answer ques- 
tions individually on a self-administered, written survey. 
Each subject read one scenario and then answered the items 
for ethical evaluation followed by those for disapproving 
and approving behaviors (in a random order). Next, respon- 
dents answered the manipulation checks for perceived prod- 
uct harmfulness (three items) and perceived target vulnera- 
bility (two items). Last, they answered demographic ques- 
tions. In addition, respondents answered questions related to 
ongoing research on consumer vulnerability, including 
items (before the scenario) involving individual personality 
differences. In Study I only, they also answered questions 


*As further evidence of the validity of the MES, we tested 
whether its dimensions measure ethical evaluations and the value 
of adding a dimension on virtue ethics (given recent interest in 
virtue ethics applied to marketing). As expected, each dimension of 
the MES correlates significantly, in the appropriate direction, with 
each of two univariate measures of ethics, which supports the con- 
struct validity of the scale. A virtue ethics scale, developed for this 
test, correlates significantly and positively with each MES dimen- 
sion, and the evidence of support for Hj—H3 does not change when 
tested with the virtue ethics scale. These results suggest that the 
virtue scale is redundant of the existing MES dimensions and 
therefore not a necessary addition. 


(immediately before the demographic items) about their 
own vulnerability when buying a variety of products. 


Study I 
Sample 


In recruiting respondents for this study, we made a specific 
effort to ask blacks as well as whites to respond because the 
survey included targets described as white or black. Our 
goal was to have the sample's mix of blacks and whites 
approximate that of the U.S. population. Of 720 people ap- 
proached, 94 refused to participate, which resulted in 626 
surveys collected (87% participation rate); 522 surveys 
(83%) were complete on the dependent variables and used 
for analysis. 

The sample was 52% female, 79% white, and 10% 
black. Median age category was 38-47 years, median 
household income category was $45,000—$59,999, and 
median education was a college degree. The U.S. residents 
(8496) were from all parts of the country; the largest group 
(1996) was from the South Atlantic region, in which the 
data were collected. Compared with the U.S. adult popula- 
tion, the domestic portion of the sample was closely repre- 
sentative on gender and race but had higher levels of edu- 
cation and household income. The distribution of age 
groups and geographical region within the domestic sample 
approximated the U.S. adult population, except that people 
38-47 years of age were overrepresented, and those 68 
years of age and older were underrepresented; the Mid- 
Atlantic region was underrepresented, and West North Cen- 
tral was overrepresented. 


Target Characteristics and Product Classes 


The target characteristics for vulnerability were education 
and race. The product attributes for harmfulness were nico- 
tine in cigarettes and fat in fast-food hamburgers. Because 
tobacco is a "sin" product and might be a special case, we 
also used fast-food hamburgers, a relatively benign (“поп- 
sin") product. Although targeting strategies for this product 
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have elicited criticism (Farnham 1992; Freedman 1990), it 
has been less vigorous than that for cigarettes. 

All manipulations were successful. Targets with less 
than a high school education were rated significantly more 
vulnerable (at 5.04 on a seven-point scale) than were targets 
with a college education (3.10) (t = 12.0, df = 259, p « 
.0001), as were blacks (4.39) versus whites (3.33) (t = 6.81, 
df = 242, p < .0001). Cigarettes with 2.1 milligrams of nico- 
tine were rated as significantly more harmful (at 5.94 on a 
seven-point scale) than were cigarettes with .5 milligrams 
(5.11) (t = 3.95, df = 251, p « .0001), as were hamburgers 
with 63 grams of fat (5.75) versus those with 9 grams (3.04) 
(t = 15.2, df = 250, p « .0001). The average amounts of the 
harmful attributes (as found in the marketplace) were .81 
milligrams of nicotine and 29 grams of fat, and these values 
were included in the scenarios. It should be noted that to 
lessen demand effects, each respondent answered the 
manipulation questions on product harm for three product 
attributes, including the one in his or her scenario; we used 
the same approach for target vulnerability. However, 
manipulation check results are based only on subjects who 
saw the particular product or segment in his or her scenario. 


Tests of Hypotheses 


Prior to testing the hypotheses, we determined the appropri- 
ateness of combining scenarios that differed on target char- 
acteristic or product class. The test was an ANOVA with the 
main effect and all two-way interactions for the harm, vul- 
nerability, product class, and target characteristic terms. We 
conducted a separate test for each dimension of ethical eval- 


. uations. There was a significant interaction between target 


characteristic (education or race) and vulnerability (high or 
low), for each ОГ the three dimensions: moral equity 
(F(1,520) = 5.92, p « .05), relativism (F(1,520) = 6.13, p « 
.05), and contractualism (F(1,520) = 5.45, p « .05). There- 
fore, tests involving vulnerability were conducted separately 
for education versus race. Likewise, to determine whether 
samples from the three collection locations could be com- 
bined, we tested for interactions between location and the 
manipulated variables; none were significant, so we com- 
bined locations in the following analyses. 

We show results for H;—H3 in Table 2. H,-H; predict 
differences in ethical evaluations of pairs of targeting strate- 
gies. They were tested with contrasts from a between-sub- 
jects, one-way (four types of scenarios) ANOVA for each 
dimension of ethical evaluation. H, is supported for both 
race and education scenarios, with each dimension of ethi- 
cal evaluation. As expected, the more harmful/high-vulnera- 
bility scenario (strategy 4) receives lower ethical evaluations 
than does the less harmful/low-vulnerability scenario (strat- 
egy 1). It is also important to note that the mean values for 
strategy 4 (more harmful/high vulnerability) were generally 
well below the scale midpoint and in contrast to mean val- 
ues above the midpoint for strategy 1 (less harmful/low vul- 
nerability). These absolute reactions of respondents suggest 
that not only is strategy 4 judged less ethical than strategy 1, 
but it also might be considered unethical by respondents, 
because it was viewed by far as the most negative strategy 
(see Table 2). 


TABLE 2 
Tests of H4,—H4 on Ethical Evaluations In Study I 





Mean Responses for Ethical Evaluations! 


Strategies (Harmfuiness/Vulnerability) 





Scenarios with Education 


More/High (4) 
Moral equity dimension 2.34 


Relativistic dimension 3.11 
Contractualism dimension 3.27 
Scenarios with Race 

Moral equity dimension 2.34 
Relativistic dimension 2.89 
Contractualism dimension 3.39 


Less/Low (1) Less/High (3) More/Low (2) 
4.43 3.69 2.98 
4.98 3.97 3.76 
4.91 4.45 4.28 
3.50 3 59 2.27 
3.87 3.94 3.08 
4.11 4.31 3.42 


Significance Levels of Contrasts for Ethical Evaluations? 


Scenarios with Education 


Moral Equity Relativism — Contractualism 


H4: More harmful/high vulnerability (4) < Less harmful/low vulnerability (1) .0001 .0001 .0001 


Hə: More harmful/high vulnerability (4) < Less harmful/high vulnerability (3) .0001 .01 .0001 
„На: More harmful/high vulnerability (4) < More harmful/low vulnerability (2) .05 .05 .0001 


Scenarios with Race 


Moral Equity Relativism _ Contractualism 


H4: More harmful/high vulnerability (4) « Less harmful/low vulnerability (1) .0005 .005 .05 
Нз: More harmful/high vulnerability (4) < Less harmful/high vulnerability (3) .0001 .0005 .01 
Нз: More harmful/high vulnerability (4) < More harmful/low vulnerability (2) ns ns ns 


1From 1—7 scales, where 7-was more ethical. 


?The statistical package used did not give a t-value for each contrast, but relled on cntical values of t, as follows. t = 1.97 for p = 05, t = 2.60 
for p = .01, t = 2.83 for p = .005, t = 3.53 for p= 0005, and t = 3.95 for p = .0001. 
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H; also is supported for both race and education scenar- 
ios with each dimension of ethical evaluations. Product 
harmfulness has the expected effect on ethical evaluations; 
the more harmful/high-vulnerability scenario (strategy 4) is 
judged less ethical than the less harmful/high-vulnerability 
scenario (strategy 3). 

H3 is supported for education scenarios, with each 
dimension of ethical evaluations, but not for race scenarios. 
Specifically, strategy 4, targeting consumers with less than a 
high-school education, is perceived as less ethical than strat- 
egy 2, targeting college graduates. As expected, target vul- 
nerability, as well as product harmfulness, affects ethical 
evaluations. However, despite manipulation checks indicat- 
ing that blacks are perceived as more vulnerable consumers 
than whites, targeting blacks is not evaluated differently 
from targeting whites. 

На (Hag) predicted that intentions for disapproving 
(approving) behaviors would be related negatively (posi- 
tively) to ethical evaluations (see Table 1). The significant, 
negative correlations for each disapproving behavior and 
each dimension of ethical evaluation support H4,. Support 
for Hæ is evident in the significant, positive correlations for 
"tell friends to buy company's products" and each ethical 
dimension and for "praise the company's action" and moral 
equity. The most likely behaviors are “stop buying the com- 
pany's products" and "tell friends to stop buying" (see 
means in Table 4). 


Demographic Differences 


Which consumers view targeting strategies as less ethical? 
The answer was ascertained using regression analysis (see 
Table 3). Women and older respondents judge the scenarios 
to be less ethical, on each MES dimension. Nonwhites judge 
the scenarios to be less ethical than whites do, on the moral 
equity and relativism dimensions (on contractualism, this 
difference between races approaches significance; p « .08). 
Across both race and education scenarios, there is no signif- 
icant relationship between respondents' levels of education 
and ethical evaluations; however, for education scenarios 
only, respondents with less education judge them to be less 
ethical on the moral equity dimension. Lower-income 
respondents judge the scenarios to be less ethical than do 
higher-income respondents on the relativism dimension; for 
education scenarios only, lower-income respondents judge 
the scenarios to be less ethical on all three dimensions. 

We also examined more directly whether ethical evalua- 
tions differed if the respondent was "'in-target" (i.e., those 
respondents with the same demographic characteristic as the 
target consumer in the scenario) versus "non-target" (those 
outside the target described in the scenario). For the low- 
vulnerability conditions (strategies | and 2), across both 
race and education scenarios, in-target respondents evalu- 
ated the scenarios as significantly more ethical than did non- 
target respondents on the moral equity dimension (p « .05). 
The effect was reversed for the high-vulnerability conditions 
(strategies 3 and 4); in-target respondents evaluated the sce- 
narios as significantly less ethical than did non-target 
respondents on the moral equity dimension (p « .05). 
Accordingly, respondents who possess the demographic 


characteristic associated with greater consumer vulnerabil- 
ity view the scenarios as less ethical, including those strate- 
gies that target high-vulnerability consumers. 

Which consumers are more likely to take disapproving 
or approving actions (see Table 4)? Women are more dis- 
posed to stop buying the company's products or spread neg- 
ative word of mouth but are less likely to do either approv- 
ing behavior. Older respondents are more inclined to stop 
buying and spread negative word of mouth. Nonwhites are 
more disposed to doing each of the disapproving behaviors. 
Respondents with less education are more likely to spread 
positive word of mouth. There are no differences related to 
income. It should be noted that the positive behaviors are 
much less likely to occur than the negative ones. 


Other Findings 


The tests of our hypotheses indicate that both product harm 
and target vulnerability affect ethical evaluations. To assess 
the relative impact of these two factors, we used a series of 
regressions with each ethical dimension as the dependent 
variable and four independent variables, each of which 
referred to the targeting scenario. These independent vari- 
ables were perceived level of harmfulness of the product and 
perceived vulnerability of the target (data from questions 
used for the manipulation checks) and dummy variables for 
the product class (i.e., cigarettes versus hamburgers) and the 
target characteristic (1.e., race versus education). Using stan- 
dardized beta coefficients, product harmfulness has a larger 
effect on ethical evaluations than does target vulnerability 
for the moral equity and relativism dimensions (and the 
coefficients are significantly different at p « .05), but the two 
factors have equal impact on contractualism (see Table 5). 
The regression results on the relative impact of vulnerability 
and harmfulness suggest that in comparing mixed strategies, 
more harmful/low vulnerability (strategy 2) would be 
viewed as less ethical than less harmful/high vulnerability 
(strategy 3). Contrasts between these scenarios support this 
post hoc hypothesis on each dimension of ethical evalua- 
tions for race scenarios (p « .05) and on the moral equity 
dimension for education scenarios (p « .05) (see means in 
Table 2). 

We also examined the effect of product harmfulness 
when targeting low-vulnerability consumers, by contrasting 
the two strategies to these groups (i.e., strategy 1 versus 
strategy 2). For both education and race scenarios, these 
strategies differed on moral equity (p « .001) and relativism 
(p « .01). In each contrast, the scenario with the more harm- 
ful product (strategy 2) is evaluated as being less ethical than 
the scenario with the less harmful product (strategy 1) (see 
means in Table 2). This suggests there could be concern 
about targeting harmful products, even to low-vulnerability 
groups. Finally, we contrasted the two strategies involving 
less harmful products targeted at groups that differ in vul- 
nerability (1.е., strategy 1 versus strategy 3). The scenario 
with the high-vulnerability target (strategy 3) is evaluated as 
being less ethical than the scenario with the low-vulnerabil- 
ity target (strategy 1) for education scenarios on the moral 
equity and relativism dimensions (p « .05) (see means in 
Table 2). 
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TABLE 3 
Differences Across Demographic Groups in Ethical Evaluations for Study I 


Race! Education Gender? 
Dependent Variable 
for All Scenarios 
Moral equity 14“ .05 –.22*** 
Relativism AT .04 –.18*** 
Contractualism .08 —.02 —.14** 
Dependent Varlable 
for Education 
Scenarios Only 
Moral equity .07- .13* – 18“ 
Relativism .10 .06 – 16“ 
Contractualism .07 .03 —.13* 
Dependent Variable 
for Race Scenarlos 
Only 
Moral equity .21"“ —.01 -.25°™ 
Relativism 13" .03 —.19** 
Contractualism .09 —.06 – 15" 


Income Age F (df) Adjusted R? 
.07 – 177“ 9.7 (5,465)**™* .08 
13“ —22"* 9.8 (5,465)"** .09 
.06 —.11* 3.4 (5,465)"** .03 
.15* —.14* 5.7 (5,235)*** .09 
.22*** —.20** 6.5 (5,235)** ло 
13" —.12 2.6 (5,235)* .03 

–.02 – 18“ 5.8 (5,224)*** .09 
.03 –.23"“ 4.4 (5,224) .07 

—.01 –.09 1.5 (5,224) .01 


1Coded as a dummy variable; whites coded as 1 and nonwhites coded as 0. 


?Coded as a dummy variable; women coded as 1 and men coded as 0. 


гр < .05. 
**p < .01. 
***p < .001. 


Study Il 


We conducted a second study, within the same two-month 
period, to assess whether the findings in Study I could be 
replicated using different target characteristics and product 
classes. Our purpose was to establish whether we could 
make broader generalizations about ethical evaluations and 
the consequences of targeting and thereby improve the 
robustness of our findings. 


Sample 


Of 421 people approached, 59 refused to participate, which 
resulted in a total of 362 surveys collected (8696 participa- 
tion rate); we obtained 322 (8996) complete surveys for 
analysis. The sample was 4196 female, 7896 white, and 10% 
black. The median age category was 38—47 years, median 
household income category was $45,000-$59,999, and 
median education was a college degree. The U.S. residents 
(96% of the sample) were from all parts of the country; the 
largest group (29%) was from the South Atlantic region, 
where the data were collected. Compared with the adult U.S. 
population, the domestic portion of the sample had more 
males, fewer Hispanics, fewer members from the Western 
United States, and higher levels of both education and 
household incomes, and was younger. 


Target Characterlstics and Product Classes 


The target characteristics for vulnerability were income and 
"domicile. The product attributes for harmfulness were alco- 
hol content in malt liquor and annual interest rate for credit 
cards. Credit cards, which also have received some criticism 
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for targeting (Keats 1994), were included to broaden the 
findings beyond "sin" products. 

АП manipulations were successful. Consumers with 
below-average income were perceived as significantly more 
vulnerable (4.95 on a seven-point scale) than were those 
with above-average income (3.17) (t = 7.97, df = 132, p < 
.0001), as were consumers who live in the inner city (4.99) 
versus those in the suburbs (3.21) (t = 7.90, df = 128, p < 
.0001). Malt liquor with 1496 alcohol content was perceived 
as being more harmful (5.51 on a seven-point scale) than 
was malt liquor with 5.1% alcohol content (4.34) (t = 4.66, 
df = 131, p « .0001), as were credit cards with a 22.596 
annual interest rate (5.82) versus cards with a 6.596 rate 
(3.56) (t = 9.31, df = 147, p « .0001). The mean amounts of 
the harmful attributes were a 6% alcohol content and a 
16.596 interest rate and were included in the scenarios. 


Tests of Hypotheses 


As in Study I, we tested whether it was appropriate to col- 
lapse across target dimensions, product classes, and the 
three collection locations. For the contractualism dimension, 
none of the relevant interactions were significant. For moral 
equity, there was a significant interaction between product 
class (credit cards or malt liquor) and vulnerability (high or 
low) (F(2,315) = 3.80, p = .05). Therefore, tests on moral 
equity involving vulnerability were done separately for 
credit cards and malt liquor. 

For the relativism dimension, there was a significant 
interaction between location and vulnerability (F(2,315) = 
4.64, p = .01). Respondents at location 3 had a lower income 
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(mean = 4.03) than respondents at locations 1 and 2 (mean 
= 4,55) (t(294) = 2.12, p « .05).5 As was found in Study I, 
income influences ethical evaluations on the relativism 
dimension. Therefore, we did tests on relativism involving 
vulnerability separately for locations 1 and 2 (the historical 
sites) versus location 3 (the train station). 

We show results for H,—-H; in Table 6. Н, is supported 
with moral equity for each product class and with relativism 
for locations 1 and 2. As in Study I, the strategy of more 





5Оиг scale for household income was as follows: 1 = less than 
$15,000; 2 = $15,000-$29,999; 3 = $30,000—$44,999; 4 = 
$45,000—$59,999; 5 = $60,000-$74,999; 6 = $75,000-$89,999; 
and 7 = more than $90,000. 


harmful products to a high-vulnerability target (strategy 4) is 
evaluated as less ethical than its opposite (strategy 1). Again, 
it is important to note that the mean values for strategy 4 
(more harmful/high vulnerability) were generally well 
below the scale midpoint and in contrast to mean values 
above the midpoint for strategy 1 (less harmful/low vulner- 
ability), which suggest that strategy 4 might be considered 
unethical by respondents (see Table 6). 

Н, is supported with moral equity for each product class 
and marginally with relativism for locations 1 and 2. As 
expected, the more harmful/high-vulnerability scenario 
(strategy 4) is judged less ethical than the less harmful/high- 
vulnerability scenario (strategy 3). In both studies, higher 
levels of product harmfulness adversely affect ethical evalu- 
ations when targeting high-vulnerability segments. 


TABLE 5 
Regression on Relative Impact of Targeting Strategy Factors for Study I 


Standardized Betas for Factors 





Ethical Product Target Adjusted 
Dimension Harmfulness Vulnerability Class! Characteristic? F(df) R2 
Moral equity —.29*** —.08* – 15“ —.10* 22.2 (4,489)'** .15 
Relativism – 177 —.09* – 13“ – 12“ 10.9 (4,489)*™ .07 
Contractualism – 1“ – 11“ –.05 —.10* 5.38 (4,489)"** .03 
1Coded as a dummy variable; cigarettes coded as 1 and fast-food hamburgers coded as 0. 
2Coded as a dummy variable; race coded as 1 and education coded as 0. 
*p < .05. 
“p< .01. 
***p < .001. 
TABLE 6 
Tests of H4-H; on Ethical Evaluations In Study I! 
Mean Responses for Ethical Evaluations! 
Strategies (Harmfulness/Vulnerabllity) 
More/High (4) Less/Low (1) Less/High (3) More/Low (2) 
Scenarlos with Credit Cards Е 
Moral equity dimension 2.73 3.80 3.91 3.01 
Scenarios with Malt Liquor 
Moral equity dimension 2.51 4.44 4.03 3.98 
Locations 1 and 2 | 
Relativistic dimension 3.59 4.93 4.22 4.64 
Location 3 
Relativistic dimension 4.02 3.63 3.78 3.55 
All Scenarios 
Contractualism dimension 4.09 4.39 4.47 4.56 
Significance Levels of Contrasts for Ethical Evaluations? 
Moral Equity Relativism 
Credit Maitt Locations 
Cards Liquor 1 and 2 
H4. More harmful/high vulnerability (4) < Less harmful/low vulnerability (1) .01 .0001 .0001 
Hz: Моге harmful/high vulnerability (4) < Less harmful/high vulnerability (3) .005 .0005 .06 
На, More harmful/high vulnerability (4) < More harmful/low vulnerability (2) ns .0005 .005 


1From 1—7 scales, where 7 was more ethical. 


ZThe statistical package used did not give a t-value for each contrast, but relled on critical values of t, as follows: t = 1.89 for p = .06, t = 2.60 
for p = .01, t = 2.83 for p = .005, t = 3.53 for p = .0005, and t = 3.95 for p = .0001. 
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TABLE 7 
Differences Across Demographic Groups in Ethical Evaluations for Study | 


Standardized Betas 


Ethical Evaluations Race! Education Gender? Income Age F (df) Adjusted R? 
Moral equity .05 .24*** —.04 .03 —.10 4.36 (5,283)*** .06 
Relativism .04 29" -41* —.04 —21** 7.80 (5,283)**™ Л 
Contractualism 15" 18“ —.08 .05 —.11 4.41 (5,283)"* .06 


'Coded as a dummy varlable; whites coded as 1 and nonwhites coded as 0. 
?Coded as a dummy vanable; women coded as 1 and men coded as 0. 


“p< .05. 
“p< 01. 
“p< .001. 


Нз is supported on moral equity for malt liquor and on 
relativism for both products for locations 1 and 2. As 
expected, vulnerability, as well as harmfulness, has an 
effect. Specifically, for strategies involving more harmful 
products, higher levels of vulnerability lead to lower ethical 
evaluations. In Study I, this hypothesis was supported for 
education, but not for race; in Study II, there is support for 
both manipulations of vulnerability (income and domicile). 

Ha, and Ha refer to the relationship between behavioral 
intentions and ethical evaluations (see Table 1). The signifi- 
cant, negative correlations between each disapproving 
behavior and each ethical evaluation dimension support Ha. 
The positive correlation for moral equity and telling friends 
to buy the company's products supports Hap. 

In both studies, across all strategy types, respondents 
were most likely to stop buying the company's products and 
to tell friends to do likewise. These behaviors have mean 
values above the midpoint across both studies for more 
harmful/high-vulnerability strategies (strategy 4) and more 
harmful/low-vulnerability strategies (strategy 2) (see Tables 
4 and 8). These behaviors for strategies 1 and 3 and the other 
behaviors across all strategies have values below the mid- 
point and therefore might be considered much less likely. 
The low absolute values for praising the company and posi- 
tive word of mouth (a mean of 1.8 on a seven-point scale in 
each study) suggest that the likelihood of approving behav- 
iors is low. 


Demographic Differences 


Which consumers view targeting strategies as less ethical 
(see Table 7)? Women and older respondents judge the 
scenarios to be less ethical on the relativism dimension (and, 
for older respondents, differences approach significance on 
moral equity [p < .08] and contractualism [p < .06]). Non- 
whites judge the scenarios to be less ethical than do whites 
on the contractualism dimension. Respondents with less 
education judge the scenarios to be less ethical on each 
dimension. There are no differences related to income. 

No differences in ethical evaluations between in-target 
and non-target groups were found. Tests related to domicile 
were not possible, as respondents did not provide this infor- 
mation. Results for income were directional, in keeping with 
Study I, but not significant. Perhaps perceptions of “average 
income” (per the scenario) differed across respondents. 


Which consumers are more likely to take disapproving 
or approving actions (see Table 8)? Women are more likely 
than men to spread negative word of mouth. Nonwhites are 
more likely than whites to do each of the behaviors, except 
stop buying the company’s products. Respondents with less 
education are more likely to stop buying, spread negative 
word of mouth, and write to their member of Congress. 
There are no differences related to age or income. 


Other Findings 


As in Study I, we used regression analysis to examine the 
relative impact of product harmfulness versus target vulner- 
ability (see Table 9). In Study П, harmfulness has more 
effect than does vulnerability on moral equity (and the coef- 
ficients are significantly different at p < .05), in keeping with 
the findings in Study I. However, for relativism, the two fac- 
tors appear to have the same effect. Although the standard- 
ized beta coefficient is greater for vulnerability than for 
harm, the two coefficients are not significantly different (p < 
.05). None of the factors tested affect contractualism. We 
again compared mixed strategies: more harmful/low vulner- 
ability (strategy 2) versus less harmful/high vulnerability 
(strategy 3). These strategies differ on the moral equity 
dimension for credit cards (p < .05), such that Strategy 2 is 
judged less ethical than strategy 3 (see means in Table 6). As 
would be expected from the results of the regression, prod- 
uct harmfulness has more influence on moral equity than 
does target vulnerability. There are no differences between 
strategies 2 and 3 on contractualism or relativism. 

We also contrasted the two types of strategies that target 
low-vulnerability consumers. Evaluations on the relativism 
dimension for locations 1 and 2 (the historical sites) differed 
significantly for these strategies, such that scenarios with 
more harmful products (strategy 2) are evaluated as being 
less ethical than are those with less harmful products (strat- 
egy 1) (see means in Table 6). As in Study I, product harm- 
fulness has an effect, even with low-vulnerability targets. 
Moreover, in both studies, the likelihood of disapproving 
behaviors for the more harmful/low-vulnerability strategies 
(strategy 2) serves to confirm ethical concern about target- 
ing harmful products to low-vulnerability consumers (see 
means in Tables 4 and 8). 

Finally, we contrasted the two strategies involving less 
harmful products targeted at groups that differ in vulnerabil- 
ity (i.e., strategy 1 versus strategy 3). The scenario with the 
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TABLE 9 
Regression on Relative Impact of Targeting Strategy Factors for Study II 


Standardized Betas for Factors 


Ethical Product Target 

Dimenslon Harmfulness Vulnerability Class! Characteristic? F(df) Adjusted R? 
Moral equity –.29**" –.18** .06 10.6 (4,241)*** 14 
Relativism —.19* – 18“ .02 4.72 (4,241) .06 
Contractualism –.08 —.10 —.11 —.04 1.68 (4,241) .01 


1Coded as a dummy variable; malt liquor coded as 1 and credit cards coded as 0. 
2Coded as a dummy variable; domicile coded as 1 and income coded as 0. 


*p « .05. 
“p< .01. 
***p « .001. 


high-vulnerability target (strategy 3) is evaluated as less eth- 
ical than the scenario with the low-vulnerability target (strat- 
egy 1) on the relativism dimension at locations 1 and 2 (p « 
.05) (see means in Table 6). 


Discussion 

This research has examined the conditions under which crit- 
icism of targeting can arise, particularly the characteristics 
of the marketing strategy, and possible consequences of this 
criticism for the marketer, such as consumer boycotts. We 
hypothesized that marketing strategies that vary in perceived 
product harmfulness and target vulnerability would elicit 
different levels of ethical concern. We elaborate on our five 
principal findings with respect to ethical judgments of tar- 
geting as follows: 

Public concern exists about certain targeting strategies. 
Our study results provide strong support for the finding that 
marketing strategies for products perceived as more harmful 
and targets perceived as more vulnerable are viewed as 
being substantially less ethical than their counterparts (sup- 
port for Hj). Media criticism and the disquiet expressed by 
public interest groups and policymakers appear to reflect 
broader societal concern. 

Ethical concern is partly due to perceived product 
harm—of both "sin" and “non-sin” products. When levels 
of product harm were manipulated in our studies (and the 
target remained constant), there was ethical concern about 
the marketing of the more harmful products (Н). It is 
important to note that this effect was found for relatively 
benign, “non-sin” products (hamburgers and credit cards) as 
well as “sin” products (cigarettes and malt liquor). 


Ethical concern is about targeting, not just the products 
involved. We predicted that, for a variety of products, per- 
ceived product harmfulness in combination with certain tar- 
get characteristics (that lead to perceptions of vulnerability) 
would be more likely to elicit ethical concern. This predic- 
tion was contrary to commentators on the Uptown, Dakota, 
and PowerMaster cases and, indeed, to marketing theory 
assumptions about the beneficial effects of targeting. When 
levels of product harm were held constant and target char- 
acteristics (education, income, and domicile) were manipu- 
lated, ethical evaluations were markedly different (На). Mar- 
keting strategies that target consumers perceived as having a 
higher degree of vulnerability are viewed as significantly 


less ethical than strategies that target less vulnerable con- 
sumers, despite identical product characteristics. Under 
these circumstances, the key marketing strategy of targeting 
appears to be seen as unethical. (It should be noted that 
because we used an entirely between-subjects design, 
demand effect explanations for this finding are unlikely.) 

These findings confirm speculation in the research liter- 
ature (e.g., Ringold 1995; Williams and Mulhem 1993) 
regarding social disquiet over targeting and offer an expla- 
nation for its causes. Although Ringold (1995) is critical of 
paternalistic policymakers, these findings suggest that 
unease over targeting extends beyond a handful of promi- 
nent regulators. It also extends beyond tobacco and alcohol 
products, notwithstanding the focus of the research litera- 
ture (e.g., Moore, Williams, and Qualls 1996). To confirm 
the latter point, we redid the analysis in Study I for ham- 
burgers only; as with both products combined, there is still 
support for Hj, H2, and on education scenarios, for H3. 
Moreover, the analysis in Study II was run separately for 
each product, with support found for H,—H; for credit cards, 
as well as for malt liquor. 


Ethical concern about targeting blacks was muted. 
Respondents reported that blacks are more vulnerable con- 
sumers than are whites—just as lesser educated consumers 
were reported to be more vulnerable than better educated 
consumers—but they did not differentiate in their ethical 
evaluations of the targeting strategies (Study I, Нз). We 
believe this result reflects an interesting phenomenon found 
in research on race-targeted social policies in which respon- 
dents are asked about people described as “black” or 
“white” (Kluegel and Smith 1986, p. 182-83). Although our 
respondents saw only one scenario, we believe that any ref- 
erence to black consumers leads to the inference by respon- 
dents that our interest was in black versus white consumers. 
Among the theories offered to explain low levels of support 
for race-targeted social policies is the suggestion that the 
allocation of social rewards by race contradicts traditional 
American values of individualism (Bobo and Kluegel 1993). 
Accordingly, our largely white respondents might view 
blacks as more vulnerable but be unwilling to judge target- 
ing blacks versus whites as less ethical because of a belief in 
individualism. Alternatively, the results could be a manifes- 
tation of the “modem racism” thesis whereby, despite 
declines in traditional prejudice, whites blame blacks for 
social problems (sample cell sizes were insufficient to test 
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whether black versus white respondents differed in their 
evaluations of the race scenarios). 


Moral equity and relativism offer an explanation for eth- 
ical concern about targeting. The multidimensional scale 
used to measure ethical evaluations allows for some specu- 
lation as to the underlying rationale for respondent evalua- 
tions of different targeting strategies. Support for our 
hypotheses was based largely on the moral equity and rela- 
tivism dimensions of the MES. In previous studies using the 
MES, moral equity was more dominant in terms of its abil- 
ity to explain ethical evaluations (Reidenbach, Robin, and 
Dawson 1991), perhaps because it is broad based and relies 
on items derived from justice, deontology, and relativism. 
However, we also have clear evidence of support on the sep- 
arate relativism dimension (culturally and traditionally 
acceptable/unacceptable), which suggests that social accept- 
ability is central to evaluations of marketing practices. А 
role for relativism would appear to be consistent with Treise 
and colleagues (1994); they find that "low relativists" were 
more likely to condemn advertisements targeting minorities 
for alcohol, tobacco, or lottery products. There was an 
absence of support on contractualism (violates/does not vio- 
late an unwritten contract or unspoken promise) in Study IT 
and substantially higher mean values on contractualism rel- 
ative to the other two dimensions across both studies. We do 
not view this as a failure of the scale; rather, it suggests an 
underlying belief that marketer obligations from a social 
contract perspective are less applicable to targeting. Perhaps 
respondents are less convinced of the notion of unspoken 
promises or unwritten contracts in targeting, especially 
when no marketing exchange has taken place (our scenarios 
referred to products that were "intended to appeal" to a 
given target). 

Overall, we believe the results reflect substantial support 
for our conceptual framework. People could conclude that a 
targeting strategy is unethical if it involves perceived vul- 
nerable targets and perceived harmful products, and this 
could result in adverse consequences for the marketer. Mar- 
keting theory lauds the beneficial effects of targeting. How- 
ever, attention to social disquiet, if not marketing ethics, 
requires that the theory be qualified to accommodate the 
possibility that for some products and markets, targeting is 
inappropriate. Indeed, targeting could be an ineffective strat- 
egy for marketers when it results in controversy. 


Study Limitations 


Interpretation of our results must be tempered by several 
limitations. First, our samples were closely representative 
but not identical to the U.S. population. More specifically, 
though they were diverse and from throughout the country, 
they were more upscale in terms of education and income. 
Therefore, the results are most applicable to publics with 
these characteristics. Second, regarding our dependent mea- 
sures, though we provided evidence of reliability and valid- 
ity for the MES scale, it still could amount to a blunt instru- 
ment that can serve well when used as a criterion variable 
(as in our tests of H;—H3) but has limitations when explana- 
tions for ethical judgments are sought.. The MES could 
underrepresent the domain of ethical judgment, particularly 
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for some of its possible teleological dimensions (Hansen 
1992). Moreover, there was less evidence of reliability and 
validity for the behavioral intentions items, which were 
developed for this research. Therefore, the results relating to 
behavioral intention measures should be seen as more tenu- 
ous than are those for ethical evaluations. Moreover, these 
items measure intentions, not behavior, and the link between 
the two is not one to one. 

Third, in our analysis of the relative contributions of 
harmfulness and vulnerability to ethical evaluations, we 
assume that the strength of the manipulations is equal in 
effect for each manipulated variable. The study was not 
designed to address this question, and we note this limitation 
to the finding that harmfulness has a greater impact than vul- 
nerability does. 

A fourth limitation relates to the trade-offs necessary in 
the use of an experimental design—namely, control versus 
richness. Our scenarios lack the complexity and detail of 
real-world marketing strategies. Furthermore, our respon- 
dents were told specifically the identity of the target; in 
practice, publics might make no inferences, or incorrect 
ones, about the target, notwithstanding consumers’ intuitive 
theories about marketers’ influence tactics (Wright 1986). 
For example, did publics believe that marketers intended to 
target Crazy Horse Beer to Native Americans or to a wider 
market that might relate to the famous chief? This limitation 
suggests that the responses found in our studies are most 
likely for targeting strategies that are clear to the public— 
perhaps with some prodding by the media. 

Finally, we should make clear that our empirical study 
did not and, indeed, could not determine the ethics of differ- 
ent targeting strategies. Although marketers and public pol- 
icymakers must accommodate the will of society, we must 
caution against the “naturalistic fallacy”; it would be а mis- 
take to assume that our measures of respondents’ evalua- 
tions of the ethics of targeting are sufficient as ultimate 
value judgments on targeting. Evaluating the ethics of tar- 
geting is a task of normative marketing ethics, as we discuss 
further under “Implications for Researchers.” 


Implications 


For Marketing Managers 


Marketing managers should be alert to public disquiet over 
the ethics of certain targeting strategies, as exhibited not 
only in the cases reported here but, more broadly, across a 
range of products and targets in our research findings. Some 
justification exists for the claim that targeting more harmful 
products to high-vulnerability markets is considered unethi- 
cal, particularly given the low absolute values for ethical 
evaluations of this strategy. Although we can hope that mar- 
keting managers pay attention to the ethics of their business 
practices, we know that they care about adverse publicity 
and, especially, the disapproval of consumers. With this in 
mind, we identify six major implications of our research for 
marketing managers: 


Ethical concern evokes the likelihood of disapproving 
behaviors, particularly boycotts and negative word of 
mouth. To stop buying the company’s products and to tell 


friends to do likewise appear to be far more likely than the 
other behaviors examined, and these behaviors appear to 
apply to all the company's products, not just the product in 
question. Also, though boycotts and negative word of mouth 
are less likely to generate controversy than are the other dis- 
approving behaviors examined (e.g., complain to the 
media), they may be less likely to come to management 
attention. This suggests that companies using potentially 
controversial targeting strategies should track consumer atti- 
tudes regularly. 


Even targeting harmful products to low-vulnerability 
consumers is problematic. Although ethical concern is 
greatest with more vulnerable targets, there still could be 
some unease about targeting more harmful products to low- 
vulnerability groups, despite the increased scope in this 
instance for reliance on caveat emptor. Moreover, this ethi- 
cal concern also is likely to evoke boycotts and negative 
word of mouth. 


Approving behaviors are much less likely to occur than 
disapproving behaviors. Despite the assumed beneficial 
effects.of targeting, respondents were unlikely to express 
favorable word of mouth or call or write to praise the com- 
pany's action, even when the strategy involved below-aver- 
age levels of the harmful product attribute. This reluctance 
to express approval is perhaps because the product remains 
harmful or the practice is viewed as "business as usual" and 
not deserving of added recognition. 


Women, nonwhites, and older and less educated con- 
sumers are more likely to be concerned about targeting and 
express disapproval. Demographic groups differ in their 
evaluations of targeting and the likelihood of engaging in 
disapproving behaviors. Women and nonwhites were con- 
sistently more likely both to evaluate targeting as less ethi- 
cal and to engage in disapproving behaviors, especially neg- 
ative word of mouth. Hence, marketers should be especially 
cautious if their target market includes these consumers or if 
these consumers are key publics (e.g., women are both the 
target and often providers of media coverage for weight-loss 
products). In addition, communications in response to crit- 
ics of targeting by the public affairs function might need to 
target more concerned groups. 

Older and less educated people also were more likely to 
evaluate targeting as less ethical, and there was some evi- 
dence to indicate that they might be more likely to engage in 
disapproving behaviors. Less educated people might evalu- 
ate targeting as less ethical, especially if they are the target, 
but the evidence to suggest they would engage in disapprov- 
ing behaviors was not as compelling. Finally, level of 
income did not appear to influence respondents' ethical 
evaluations of targeting strategies or their likelihood of 
engaging in disapproving behaviors, even when level of 
income was a known characteristic of the target market. 

These findings with respect to demographic differences 
are interesting because these groups traditionally have been 
considered among the vulnerable consumers category (as 
discussed further in the following section). Moreover, the 
findings are largely consistent with other research on busi- 
ness ethics (see review in Ford and Richardson 1994 and, for 


race, Tsalikis and Nwachukwu 1988). Women generally 
give more attention to ethical issues than men; women and 
older respondents are generally “more ethical"; findings for 
education and race are mixed. 


Marketer decisions about alternative strategies should 
favor product harm reduction over a shift in target. The 
implications mentioned previously point to when marketing 
managers should be careful about the potential for criticism 
over targeting strategies and the likely consequences. Our 
findings indicate that a less harmful product marketed to a 
low-vulnerability target is least likely to elicit ethical con- 
cern of the four generic strategies identified (see Figure 1). 
However, this option might not be available, and marketers 
might need to choose between a strategy with a less harmful 
product or targeting a lower-vulnerability target. Generally, 
product harm appears to have a greater effect on ethical 
evaluations than target vulnerability, which suggests that 
efforts to reduce the perceived harmfulness of the product 
might be more productive than might a shift in target. How- 
ever, in practice, a shift in target might be an easier option 
and, certainly for more harmful products, marketing to a 
low-vulnerability target is to be preferred over marketing to 
a high-vulnerability target. Accordingly, in Case 1, RJR 
broadened its target to include males as well as females for 
its Dakota product. Nonetheless, marketers always should 
be hesitant in introducing what the public might view as 
more harmfu! versions of existing products. 


Marketers need to understand public perceptions of 
product harmfulness and consumer vulnerability. The notion 
of choosing between alternative strategies is not straightfor- 
ward and might even be artificial—marketers might not 
choose deliberately between strategies that involve products 
of greater or lesser harm or between targets of high or low 
vulnerability. Criticism could catch marketers by surprise; 
they might have given little attention to the issue, or marketer 
perceptions of product harmfulness and target vulnerability 
could differ from those of the broader public. To control 
exposure to the risks of targeting, marketers should recog- 
nize that a strategy a firm evaluates as ethical still could be 
viewed by others as unethical, and marketers should consider 
public perceptions of consumer vulnerability and product 
harm when making market selection and new product devel- 
opment decisions. Perhaps more important than the notion of 
strategic choices in the targeting of harmful products is 
recognition of the need to understand public perceptions of 
targeting strategies. Hence, a strong argument can be made 
for company research on public perceptions of product 
harmfulness and target vulnerability. 


For Public Policymakers 


Our research suggests two major implications for public 
policymakers: 


Policymakers should be guided by the actual vulnerabil- 
ity of clearly defined groups of consumers. Marketers could 
find their discretion on targeting restricted by public policy. 
The 1997 FDA regulations restricting tobacco marketing are 
a classic illustration of public policy aimed at a vulnerable 
group and, not surprisingly, are being contested by the 
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tobacco industry and advertisers (Ingersoll and Frisby 
1996). Although these measures are aimed at protecting 
children, policymakers also have been tempted to regulate 
the targeting of adults, at least with respect to lotteries (Clot- 
felter and Cook 1989), as well as alcohol and tobacco prod- 
ucts (Ringold 1995). Of measures proposed that ultimately 
were implemented, restrictions on billboard advertising of 
alcohol and tobacco, because of their disproportionate tar- 
geting of ethnic minorities, have been the most apparent 
(Geyelin 1995). Are measures to restrict targeting war- 
ranted? Proponents of restrictions on targeting groups of 
adult consumers argue that these consumers are more vul- 
nerable, a view disputed by industry representatives, who 
suggest this is paternalism (e.g., Pomeroy et al. 1992). 
Ringold (1995, p. 588), citing Sowell (1981), notes that 
“reformers have often been offended and disturbed by the 
choices made by members of racial and ethnic minorities” 
and that government intervention would be elitist and would 
restrict choices available to these consumers further. 

A key aspect of this debate is the distinction between 
actual and perceived vulnerability. Although our studies 
suggest that the public views some consumers as being more 
vulnerable than others, this evidence of public unease might 
not justify public policy intervention. At issue is the actual 
vulnerability of the target. Ringold (1995, p. 588-89) sug- 
gests, “There is no empirical basis on which to characterize 
women and ... ethnic minorities as vulnerable consumers.” 
However, this judgment might be challenged by other 
researchers (e.g., Hill 1995). It would appear to be incum- 
bent on policymakers to demonstrate the actual vulnerabil- 
ity of a group of consumers before making policy. We sug- 
gest that attempts to determine actual consumer vulnerabil- 
ity using broad demographic variables such as race would be 
misguided, public perceptions notwithstanding. Such overly 
inclusive definitions of vulnerable groups of consumers 
would not serve public policy well. 


Measures to restrict targeting require better understand- 
ing of consumer vulnerability. Although noting the consis- 
tency of our findings with prior research on demographic 
differences in ethical evaluations of business practices, we 
note also that ethical concern about targeting is greater 
among the ostensibly vulnerable groups, the previous point 
notwithstanding. People likely to evaluate targeting as less 
ethical and who are to some extent more predisposed to 
engage in disapproving behaviors also have the demo- 
graphic characteristics generally associated with increased 
vulnerability (Andreasen and Manning 1990; Hill 1995). 
Indeed, we find that the ethical evaluations of respondents 
in-target were significantly lower than those of non-target 
respondents if the targeting strategy was directed at a more 
vulnerable consumer (Study I). 

This result could be viewed in two ways. We might 
argue that “forewarned is forearmed" and that these people 
could be more likely to assume the worst of marketers and 
adopt more of a caveat emptor perspective in regard to mar- 
keting strategies targeted at themselves and therefore be less 
in need of public policy protection. Conversely, these con- 
sumers could be all too familiar with their own weaknesses 
and those of their peers. Until improved understanding of 
consumer vulnerability occurs, we would encourage policy- 
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makers first to consider alternative forms of intervention 
before putting restrictions on targeting or possibly banning 
certain products. These interventions might include 
increased disclosures of product harm and education about 
product harm directed at clearly defined groups of vulnera- 
ble consumers. 


For Researchers 
There are several directions for further research: 


Further affirm the conceptual framework. This should 
involve testing our findings with a less upscale sample and 
with different product classes and characteristics of target 
vulnerability. Other target characteristics might include gen- 
der, different ethnic minorities (e.g., Hispanics, Asians), and 
recent immigrant status. In addition, nondemographic char- 
acteristics associated with vulnerability might be investi- 
gated, such as consumers with low self-esteem or who are 
recently widowed. Moreover, more indirect ways of 
addressing race characteristics might be used to test further 
for ethical concern over targeting blacks with harmful prod- 
ucts. Using different product classes might allow further 
examination of the effects of different types of harm (phys- 
ical, economic, and psychological). 


Study variables that may moderate ethical evaluations. 
Surveys by Treise and colleagues (1994) find that consumer 
perceptions of advertising practices varied as a function of 
respondents’ moral ideologies of idealism and relativism, 
and we mentioned previously a possible role for individual- 
ism in evaluations of targeting by race. In light of the public 
policy debate, we suspect that ethical evaluations of target- 
ing also could be moderated by the extent to which a person 
is paternalistic. However, paternalism has not been 
researched extensively by psychologists, and extensive scale 
development work would be required prior to testing the 
impact of paternalism on evaluations of targeting. 

Examine evaluations of the ethics of targeting harmless 
products. A different direction for research would be to 
examine targeting of harmless products, particularly to 
groups that have been undertargeted in the past (e.g., hair 
care products to blacks). It would be interesting to test 
whether ethical evaluations for targeting blacks are higher 
relative to whites for harmless products, in contrast to our 
hypothesis with respect to harmful products. 


Develop the concept of consumer vulnerability. More 
research is needed to confirm the identity of vulnerable con- 
sumers, to identify the extent of their vulnerability, and to 
distinguish between actual and perceived vulnerability, as 
indicated by our discussion of public policy. 


Further refine the MES scale. Our studies highlight both 
strengths and limitations of the MES scale. Further scale 
development work well might be warranted to expand the 
scale's coverage of the domain of ethical evaluation. 


Conduct a normative analysis of targeting. This would 
address the question, "Is targeting unethical?’ Normative 
marketing ethics is primarily about what managers "ought to 
do" when confronted with an ethical dilemma. Within the 
marketing ethics literature (Tsalikis and Fritzsche 1989), far 
more descriptive contributions than normative contributions 


have been offered. A useful normative contribution is a 
framework proposed by Laczniak and Murphy (1993, pp. 
49-51). It provides a series of questions about the ethics of 
marketing practices that are based on different theories of 
moral philosophy. This framework suggests that theories of 
justice provide the most compelling basis for evaluating tar- 
geting as unethical. Under a Rawlsian conception of justice 
as fairness and by adopting Rawls’ device of a “veil of igno- 
rance" (Rawls 1971, p. 136), it might be possible to argue 
that society would agree that vulnerable persons should not 
be taken advantage of and their situation worsened. Accord- 
ingly, exploiting the vulnerability of consumers and wors- 
ening their situation by the targeting of harmful products 
well might be evaluated as unethical under principles of jus- 
tice. If this position could be justified adequately, some 
moral suasion could be lent to the arguments for restraint by 
marketers and for public policy interventions, as discussed 
previously. 


Conclusions 


The burgeoning of interest in marketing ethics has called 
into question basic tenets of marketing theory and practice. 
As Smith and Quelch (1993, p. 188) suggest, "some of the 
most fundamental concepts in marketing, when looked at 
afresh, raise important ethical issues." Perhaps the most 
intriguing challenge to a core tenet of marketing has been 
the criticism of targeting. We are not suggesting that mar- 
keters discard the targeting concept but rather recognize that 
its use has limitations imposed by external perceptions of 
product harmfulness and target vulnerability and by their 
own sense of ethical obligation. А marketer’s choice of tar- 
get market is often an ethical decision. This study has shown 
that whenever there is perceived harm associated with a 
product, there is some likelihood for ethical concern and 
controversy to occur, especially if the target consumers are 
viewed as vulnerable. 
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To be effective, decision aids for marketing managers should match with the thinking and reasoning processes of 
the marketing decision makers who use them. The authors take a cognitive approach to problem Solving in mar- 
keting. They develop a classification of "marketing problem-solving modes" and distinguish four modes: optimizing, 
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of this “demand-side” approach to marketing management support systems. 


ing decision makers in carrying out their tasks. 

Because of the proliferation of products and brands, 
ever larger numbers of market segments, fierceness of com- 
petition, and overall acceleration of change, marketing deci- 
sion situations have become complex, and decisions must be 
made under increasing time pressure. The “marketing infor- 
mation revolution” produces enormous amounts of data. Yet 
these data must be transformed and combined with knowl- 
edge about the marketing decision situation before the mar- 
keting manager can use the information for decision mak- 
ing. Developments in statistics, model building, knowledge 
engineering, and information technology have resulted in a 
rich collection of such support tools for marketing man- 
agers. These tools are intended to support the problem-solv- 
ing efforts of a marketing manager. Therefore, to be suc- 
cessful, they should match with the thinking and reasoning 
processes of the manager. For this reason, we take the mar- 
keting decision maker's decision process as the starting 
point. We consider the marketing decision maker as a prob- 
lem solver and discuss the cognitive models that describe 
the different ways a marketer goes about solving problems. 
Marketing decision makers must design and execute mar- 
keting programs for products or brands. Usually they bring 
a substantial amount of knowledge—from experience and 
expertise—to bear on solving a particular marketing prob- 
lem. Furthermore, they are confronted with a constant 
stream of information about the market and the position of 


Te is an increasing need for tools that assist market- 
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products—both formal data and informal cues about cus- 
tomers, distributors, competitors, and so forth. 

The basic questions we address are the following: (1) 
How does the mind of a marketing decision maker combine 
and process all the elements of information and knowledge to 
arrive at decisions? and (2) What does this imply for the 
required characteristics of effective marketing support tools? 
We introduce the concept of marketing problem-solving 
modes (MPSMs). An MPSM characterizes the problem-solv- 
ing process of a marketer. Different marketing decision mak- 
ers can use different MPSMs. And the same decision maker 
can use different modes at different times. The required type 
of support depends on the MPSM employed by a decision 
maker. The concept of MPSM introduces a demana-side per- 
spective to marketing support systems. Discussions about 
support tools, thus far, often have taken a supply-side 
approach, emphasizing their features and capabilities rather 
than the conditions under which they are appropriate. 

On the supply side, we deal with the systems that are 
available to support a marketing decision maker. Today we 
have marketing information systems (MKISs), marketing 
decision support systems (MDSSs), marketing knowledge- 
based systems (MKBSs), marketing expert systems (MESs), 
and so on. We use the term marketing management support 
systems (MMSSs) to refer to this set of tools as a whole. We 
identify the specific characteristics and capabilities of the 
various types of MMSSs to determine the appropriate 
MMSS for a specific problem. 

Our goals follow: 


1. To develop a classification of MPSMs that is based on dif- 
ferent cognitive models of the way a marketing manager 
solves a problem. For reasons we explain subsequently, we 
refer to this as the “ORAC classification.” 

2. To develop a classification of MMSSs that is based on dis- 
tinguishing characteristics and capabilities that are relevant 
for assigning MMSSs to the different MPSMs they must 
support. 
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3. To match the classification of MPSMs with that of MMSSs 
and develop an integrating framework that can be used to 
explain the evolution and use of MMSSs over time and to 
generate issues for further research into MMSS. 


We start with a classification of MPSMs. We define four 
MPSMs—optimizing, reasoning, analogizing, and creating 
(hence the acronym ORAC)—and briefly deal with the 
antecedents of these MPSMs (ie., the conditions under 
which each of them is most likely to occur). Next, we 
describe the different types of MMSSs in terms of their con- 
stituent components and the kind of support each of them 
best provides (capabilities and functionalities). Finally, we 
connect the support requirements of the various MPSMs 
with the characteristic features of the different MMSSs. This 
results in an integrating framework that puts the main issues 
of this article into perspective. 


The ORAC Classification of MPSMs 


In this section we present a typology of MPSMs. We distin- 
guish four different modes: optimizing, reasoning, analogiz- 
ing, and creating. These four MPSMs are ordered from hard 
optimization by means of exact calculations to soft associa- 
tions and creativity. 


Optimizing 


Marketing operations are one of the last phases of business 
management to come under scientific scrutiny (Kotler 
1971, p. 1). 


The cognitive model of a marketing manager using the 
optimizing mode is that of a scientist or engineer who has a 
clear insight into how processes work. This is represented by 
a mathematical model, which describes the relationships 
between the relevant variables in a quantitative way. The 
decision maker searches for those values of the decision 
variables that maximize the goal variable(s) for the particu- 
lar problem. These optimal values for the decision variables 
are determined in the “model world.” Next, they are trans- 
lated into the “real world.” A marketing management prob- 
lem is converted into a “marketing programming problem" 
(Kotler 1971, Ch. 1). The model-building tradition became a 
prominent school in marketing (science). The impressive 
achievements of the model-building tradition in marketing 
have been put on record in a series of books that appeared in 
intervals of about a decade: Kotler (1971), Lilien and Kotler 
(1983), and Lilien, Kotler, and Moorthy (1992). Also, a 
recent volume edited by Eliashberg and Lilien (1993) pays 
tribute to the extensive work in marketing models. 

For an overall marketing optimization—that is, where 
all marketing instruments are optimized simultaneously— 
we would need a "comprehensive marketing system," spec- 
ifying all the relevant variables and their mutual relation- 
ships (Kotler 1971, p. 667). Although efforts have been 
made to specify relationships between and within all the 
subsystems of a comprehensive marketing system (e.g., 
BRANDAID; Little 1975), a much more easily achieved 
goal is to determine the optimum for one marketing instru- 
ment or at most a part of the marketing program. One of the 
first examples of a "partially" optimizing model is the 
MEDIAC model for media planning, developed by Little 
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and Lodish (1969). The positive part of the MEDIAC 
model describes the relationship between the value of the 
exposure to an advertising campaign, as expressed by the 
planned insertions in the various media (ie., a specific 
media plan). This model then can be used to find the opti- 
mal media plan, given the advertising budget on the one 
hand and the audience and cost data of the available media 
on the other. 

The following example illustrates marketing problem 
solving in the optimizing mode: 


At Syntex Laboratories, a pharmaceutical company in the 
U.S., management was uneasy about the size of the sales 
force and its allocation over products and market seg- 
ments. The sales force had increased every year in an ad- 
hoc way. The senior vice-president for sales and marketing 
felt that there was a better way to determine the size of the 
sales force needed to optimally support the sales of the 
company's products. Two management scientists were 
asked to implement such an optimization approach. Mod- 
els were developed that described the relationship between 
sales effort and sales for the various categories of drugs in 
the different market segments. These models were then 
used in a stepwise optimization procedure, where each 
additional amount of sales capacity was allocated to the 
most profitable product/segment. Based on this approach 
the corporation significantly increased its sales force size 
and changed its deployment. This resulted in a docu- 
mented continuing $25,000,000, eight percent annual sales 
increase, with a return on the sales force increase of at 
least 100 percent (Lodish et al. 1988). 


Reasoning 


Human beings translate external events into internal mod- 
els and reason by manipulating these symbolic represent- 
ations (Craik 1943, p. 51). 


The fact that people form and use mental representations 
of phenomena in the outside world long has been recog- 
nized. Such representations are called mental models. Men- 
tal models are symbolic structures, a representation of a 
body of knowledge in the human mind (Johnson-Laird 
1989). A person can use such a mental model for reasoning 
about a phenomenon. In cognitive science this type of 
approach to a problem is called “model-based reasoning" 
(Forbus 1988; Johnson-Laird 1989). Mental models have 
generated considerable interest, and the concept has been 
used in different domains, sometimes at the fundamental 
level of human perception—for example, the mental repre- 
sentation of a word, a geometric figure, or language com- 
prehension (Anderson 1983; Johnson-Laird 1988)—but also 
to describe how humans deal mentally with complex phe- 
nomena. Examples are mental models for physical systems. 
such as the working of a calculator (Gentner and Stevens 
1983), mental models that underlie public policy decisions 
(Axelrod 1976), managerial mental models (Courtney, 
Paradice, and Mohammed 1987), and mental models as a 
basis for strategic planning and subjective forecasting 
(Klayman and Schoemaker 1993). In the optimizing mode it 
is assumed that there is an objective model that provides a 
valid description of the marketing phenomenon under study. 

However, only a small part of all marketing phenomena 
has been brought under scientific scrutiny, and our system- 


atic, scientifically based knowledge of marketing phenom- 
ena is limited. So if a systematic world underlying market- 
ing phenomena exists at all, it has been explored and 
mapped out only partially. In the absence of an objective 
model, a marketer often adopts an MPSM called reasoning. 
In the reasoning mode, decision makers construct a repre- 
sentation of the marketing phenomenon in their minds. 
These mental models are the basis for the manager's rea- 
soning about the problem. А mental model consists of vari- 
ables deemed relevant and the supposed cause-and-effect 
relationships among these variables. It helps a decision 
maker to diagnose and solve a specific problem. Different 
marketing managers can have different mental models with 
respect to the same phenomenon. For example, in the case 
of advertising, different marketing managers may use differ- 
ent models to explain why a particular advertising campaign 
was successful. 

Mental models tend to be qualitative, subjective, and 
incomplete. Mental models can be at variance with reality. 
In physics many examples exist of mental models that 
proved to be wrong after thorough scientific examination. 
For example, the idea that heat and temperature are the same 
concept existed among scientists for centuries and was 
replaced by the correct model only around 1750 (Wiser and 
Carey 1983). Although mental models might not always be 
correct, they are useful because they offer the marketer a 
framework for interpreting and reasoning about marketing 
problems and their solutions. 

An example of a manager following the reasoning mode 
follows: 


It's November 1995, and Dirk Jansen, product manager of 
а traditional margarine brand in the Dutch edible fats mar- 
ket called Landlord, has just received the new four-week 
Nielsen figures, which refer to period 10, ending begin- 
ning of October. These figures show that Landlord's mar- 
ket share in period 10 is 8.4%, down from 10.7% in the last 
period. This drop is quite alarming, and Dirk starts to think 
about possible causes. His first idea, that the fall in market 
share is just an occasional incident, is dismissed immedi- 
ately, because there has been a continuous decrease since 
period 5 (May), when Landlord's market share was still 
12.4%. According to Dirk’s view (mental model), the 
Dutch edible fats market can be divided into "standard 
brands" and "diet brands" He suspects that the market 
share of Landlord, which belongs to the standard-brands 
category, is going down as a consequence of the decrease 
of the share of standard brands in the total market. (This 
share went down from 73% in 1992 to 67% in 1994.) 
However, a look at the Nielsen figures shows that from 
period 9 to period 10, the share of standard brands did not 
decrease further; it even slightly increased. Within stan- 
dard brands, Landlord's drop in market share is even more 
dramatic than for the whole market (from 16.2% to 
12.5%). A check of distribution trends shows that 
weighted distribution is (only) 8196 and that distribution of 
Landlord is down in four of the five major retail chains. In 
the one chain where the distribution increased, market 
share of Landlord also went up. Following this cue, Dirk 
next looks at price levels and quickly finds out that, 
whereas the average price of the brands in the market went 
down 296 from period 9 to period 10, Landlord's price 
went up 3%. Duchess, a competing brand, has lowered its 
price and saw its market share increase 1896. Following 
this lead, Dirk next looks at display share. (Inspired by a 


real-life market situation and actual figures, though the 
product category and brand names have been disguised.) 


It is clear that this product manager is guided by a men- 
tal model of marketing phenomena, which contains ele- 
ments such as random versus systematic changes, the possi- 
bility of different demand in different market segments, and 
elements of the marketing mix such as distribution and 
price. 


Analogizing 


An individual's knowledge is the collection of experiences 
that he [or she] has had or that he [or she] has heard about 
(Riesbeck and Schank 1989, p. 7). 


When confronted with a problem, a person has a natural 
inclination to bring to bear the experience gained from solv- 
ing similar problems, ог to analogize. А doctor, faced with a 
patient who has an unusual combination of symptoms, could 
remember another patient with similar symptoms and pro- 
pose the same diagnosis as in the previous case (Kolodner 
1993). Analogizing is considered a fundamental mechanism 
in human understanding and problem solving. "Analogy- 
making lies at the heart of intelligence" (Hofstadter 1995, p. 
63). Children automatically apply analogical thinking, and 
some elements of analogical thinking can be found even in 
apes and chimpanzees (Holyak and Thagard 1995). 

For a long time the "general problem-solving" school 
was dominant in cognitive science. According to this school, 
human thought depends on a set of reasoning principles that 
are independent of any given domain—meaning that human 
beings reason the same way no matter what they are reason- 
ing on. Simon (1979, p. xii) formulates this standard way of 
operating by “Thinking Man" as follows: “Thinking is a 
process of serial selective search through large spaces of 
alternatives guided by individual mechanisms that operate 
through dynamically adapting aspiration levels." 

The proponents of analogical reasoning have a very dif- 
ferent view (Riesbeck and Schank 1989, p. 3): "Certain 
aspects of human thought may be a simpler affair than many 
scientists have imagined." In other words, human problem- 
solving behavior often can be explained by much simpler 
mechanisms than the general problem solver idea. Analogi- 
cal (or "cased-based") reasoning implies that the original 
concrete instances are used for reasoning, rather than 
abstractions that are based on those instances. We might 
deduce general principles from the experienced cases, but 
according to Riesbeck and Schank (1989, p. 7), such "gen- 
eral principles are impoverished compared to the original 
experience." After many repetitions of the same situation, 
some cases could "coalesce" into rules. However, these rules 
are encoded in memory separate from any particular 
instance of their use or the history of their creation. 

Wide support exists for analogical reasoning as a model 
for human decision making. Studies in human problem solv- 
ing reveal the pervasiveness of analogy usage (Sternberg 
1977). People find analogical reasoning to be a natural way 
to reason. It has been observed to be used by car mechanics, 
physicians, architects, and caterers. In particular, case-based 
reasoning excels as an approach to “weak-theory domains,” 
domains where phenomena are not understood well enough 
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to determine causality unambiguously (Kolodner 1993). 
Indeed, much of marketing problem solving probably fol- 
lows the analogizing path. А marketing manager usually has 
a set of experiences (cases) available from memory, refer- 
ring to all kinds of marketing events: new product introduc- 
tions, price changes, sales promotions, advertising cam- 
paigns, reactions of competitors, and so on. In a new situa- 
tion, even without active effort on the part of the manager, 
one or more earlier situations come to mind that resemble 
the current one. Sometimes, the manager will be inclined to 
choose the same kind of solution as in the previous case. For 
example, a manager could decide to execute the same sales 
promotion for a product in country B as the one that was so 
successful in country А earlier. However, in many cases the 
manager will not literally repeat the previous solution but 
will adapt it somewhat. In a sales promotion, for example, 
the specific premium and packaging used in country B could 
differ from those used in country A. Hoch and Schkade 
(1996) find that to arrive at a forecast, decision makers often 
search their experience for a situation similar to the one at 
hand and then make small adjustments to that previous situ- 
ation. Basically, in these situations a process of analogizing 
or analogical reasoning takes place. For most problems, 
marketing theory is insufficient (weak-theory domain). 
Often, marketing managers also have no generalized rules, 
drawn from experience, available that could serve as ele- 
ments of a mental model. However, managers do have a lot 
of experience with more or less similar cases. Moreover, in 
many instances there simply is not enough time to solve a 
problem by reasoning from “first principles"—that is, to 
build a mental model that explains a phenomenon in terms 
of elementary events. Analogical reasoning, then, is a fast 
and appropriate way of problem solving. 

An example of a manager employing the analogizing 
mode follows: 


Rob de Zwart, marketing director of Croky Chips, a sub- 
sidiary from United Biscuits in The Netherlands, was 
confronted with a drop in market share of Croky chips 
from 32% in March 1995 to 18.5% in the fall of the same 
year. The major cause of this dramatic decrease was the 
very successful Flippo campaign, launched by competitor 
Smith Chips in the Spring. Flippos are small round plas- 
tic discs, with Warner Bros.' cartoons on them, that are 
put into the bags with the chips. There are all kinds of dif- 
ferent Flippos—for example, Regular, Game, Flying, 
Chester, and Techno Flippos (335 different types in all)— 
and collecting and exchanging Flippos became a craze 
among children as well as teenagers and young adults. А: 
the start of the Flippo campaign, Croky did not pay much 
attention. Flippos were thought to be too "childish," and 
Croky launched an infotainment campaign (trendy texts 
on chips bags) combined with discounts on CDs. When 
Croky realized that, against their expectations, the Flippos 
had really touched a chord with teenagers, they developed 
an analogous campaign, adapted from the "Flippo case." 
This Croky campaign, called ""Topshots" instead of Flip- 
pos, also puts plastic discs into bags of chips. However, in 
the case of Topshots, the discs are not round but octago- 
nal (the discs can be used to build all kinds of construc- 
tions), and they carry not Warner Bros.' cartoons but pic- 
tures of all (198) players in the highest league of the 
Dutch Soccer competition. This seems a clever adapta- 
tion: Soccer is by far the most popular sport in Holland 
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and the European Championships were not far off. First 
indications are that the Topshots may reach the same level 
of popularity as Flippos (description of actual situation in 
The Netherlands). 


А two-way transition exists between the analogizing 
mode and the reasoning mode. If a person attempts to use 
the reasoning mode and no adequate model can be found, he 
or she tends to resort to analogizing. "When a causal model 
fails to explain some phenomenon, a person is likely to 
search for a useful analogy, for example the model of a ther- 
mostat as a valve" (Johnson-Laird 1989, p. 487). Con- 
versely, experience with many cases in a certain domain can 
result in the abstraction of rules that can become the build- 
ing blocks of a mental model. The cases from which these 
rules were derived are no longer known. Riesbeck and 
Schank (1989) use the term “ossified cases” for this situa- 
tion. An example of an ossified case in marketing is the gen- 
eral rule that the first brand in a product category has a pio- 
neer premium and most likely will become the market 
leader: “It is better to be first, than it is to be better" (Ries 
and Trout 1993). 


Creating 


Few observers would disagree that there is a consider- 
able amount of judgment and creativity, if not art, 
involved in being a successful marketing manager (Hul- 
bert 1981, p. 19). 


The last marketing problem-solving mode that we dis- 
tinguish is creating. Using the creating mode, a marketing 
decision maker searches for concepts, solutions, or ideas 
that are novel in responding to a situation that has not 
occurred before. However, what precisely is a creative idea, 
and how do marketers hit upon those ideas that really make 
a difference in the marketplace? What was the creative 
process that led to successes like Post-it®, the famous yel- 
low pieces of paper from 3M, or the catchy brand name Q8, 
of Kuwait Petroleum? The literal (dictionary) meaning of 
create is “to bring into being or form out of nothing.” Ack- 
off and Vergara (1981, p. 8) define creativity (in a manage- 
ment context) as "the ability to break through constraints 
imposed by habit and tradition so as to find new solutions to 
problems." This formulation makes clear that creating 
means stepping away from the conventional path. Creativity 
implies “divergent thinking"—that is, thinking with an open 
mind, expanding the set of decision possibilities, enlarging 
the solution space—which is the opposite of "convergent 
thinking"—that is, the evaluation and screening of existing 
possibilities (Chung 1987). This divergent thinking also has 
been referred to as "restructuring the whole situation" 
(Wertheimer 1959), "reframing" (Russo and Schoemaker 
1990), and "transformation of conceptual spaces" (Boden 
1991). However, divergent thinking is not a sufficient condi- 
tion to explain creativity. The element of problem finding, 
problem discovery, or "sensing gaps" is also important 
(Kabanoff and Rossiter 1994). Creativity often means com- 
ing up with solutions for problems of which a person was 
not aware. Creativity involves combining known but previ- 
ously unrelated facts and ideas in such a way that new ones 
emerge (Elam and Mead 1990). Creativity also can be 


described as the mapping, exploration, and transformation 
of structured conceptual spaces (Boden 1994). An important 
element of creativity is "making connections" (MacCrim- 
mon and Wagner 1994). This means the creation of new 
ideas through the association of existing ones. 

It is widely accepted that marketing requires a good deal 
of creativity. Marketing problems often are not well defined 
in terms of goals, means, mechanisms, and constraints, and 
often do not lend themselves to the procedural or logical rea- 
soning in conventional computer programs or knowledge- 
based systems. The cognitive model of a marketer following 
the creating mode is one of a decision maker who—con- 
sciously or unconsciously, by means of mapping, exploring, 
and transforming conceptual space, expanding the number 
of possible solutions through divergent thinking, and mak- 
ing connections and associations—is searching for novel 
and effective ideas and solutions to strengthen the market 
position of the product, brand, or company. Creating can 
refer to all aspects of the marketing management domain, 
including generating ideas for new products or services, 
innovative advertising or sales-promotion campaigns, new 
forms of distribution, and ingenious pricing. Creativity is an 
important asset. Many companies owe their existence to a 
creative new product or process, and creativity is often the 
means for survival as well as growth. 

The following is an example of a manager successfully 
employing the creating mode: 


In the seventies, when John Sculley was Vice-President of 
Marketing at Pepsi-Cola, this company was struggling way 
behind the number one in the industry, Coca-Cola. At 
Pepsi-Cola there was general agreement that the most 
important competitive advantage of Coca-Cola was its 
characteristic hourglass-shaped bottle. This design had 
almost become the product itself. It was pleasant to hold in 
the hand, easy to deal with 1n vending machines and had 
become as American as apple pie. People at Pepsi had 
spent millions of dollars and many years of research to 
come up with a bottle for Pepsi-Cola that could play the 
same role as the hourglass-shaped bottle did for Coca- 
Cola. However to no avail. Then, Sculley realized that 
Pepsi took the wrong approach to the problem. As long as 
they stayed within the solution space defined by Coca-Cola 
(i.e., find a competitive advantage through the shape of the 
bottle) it would be very hard to beat Coca-Cola. So Sculley 
ordered his people to take a fresh look at what people really 
do with cola. The consumption behavior of families was 
studied, that were allowed to order weekly quantities of 
cola as large as they wanted, against a discount price. It 
was discovered that these people always used up all their 
cola, irrespective of the quantities bought. So the purpose 
should be to have consumers take larger quantities of cola 
to their homes. Once they have it, they will consume it. 
Thuis triggered the development of large size packages by 
Pepsi-Cola, which had a direct positive effect on their mar- 
ket share. Besides that, Coca-Cola could not transform its 
hourglass-shaped bottle to larger packages and conse- 
quently lost much of its advantage in the competitive battle 
under the new (large packages) rules. So by "restructuring 
the whole situation," Sculley created the basis for Pepsi- 
Cola as a very strong competitor of Coca-Cola on the 
American market (Russo and Schoemaker 1990, pp. 8-10). 


There can be some overlap between the creating and the 
analogizing modes. Analogies can be a source of creativity: 


А metaphor can be a springboard for creative solutions 
(Tardif and Sternberg 1988) and can generate mental leaps 
(Holyak and Thagard 1995). However, the two modes dif- 
fer in that in the analogizing mode, the search is for situa- 
tions, as similar as possible, that the decision maker has 
already experienced or knows, whereas in the creating 
mode, the analogies that trigger the best ideas tend to be 
remote associations. 


Relationships Among MPSMs 


Three comments are in order on the relationships between 
and among the four MPSMs in our ORAC classification. 
The first is that the MPSMs are not mutually exclusive in the 
sense that a marketing decision maker can use only one 
mode for the solution of a particular problem. Some deci- 
sion situations will call for two or more modes to be 
employed, sometimes in different phases of the solution 
process. We use the MPSMs here in the sense of the domi- 
nant mode—that is, for a particular marketing decision situ- 
ation, the MPSM that describes that situation best or comes 
closest to what the manager actually does. For example, 
consider a marketer determining the size of an advertising 
budget. If the elements of primary consideration are the 
effect of advertising on awareness, the most likely adver- 
tising efforts of competitors, and the way market share will 
be affected by advertising, together with some (unquan- 
tified) notion that one should not overadvertise (i.e., beyond 
the point where marginal returns equal marginal costs), then 
the dominant problem-solving mode is reasoning, though 
there are elements of optimizing in this approach and maybe 
some analogizing. However, reasoning is the MPSM that 
describes this situation most adequately. 

The second remark is a corollary of the first, that the 
four MPSMs are not completely separate from each other, in 
that a decision maker can switch from using one mode to 
using another. For example, when using the reasoning mode 
a marketer’s mental model of a particular marketing situa- 
tion becomes more refined and complete through observa- 
tion and introspection. At some point this model could 
become sufficiently detailed and complete for the marketer 
to make a precise mathematical specification. When this 
mathematical model then is used for finding the best values 
for the marketing decision variables, a transition has 
occurred to the MPSM of optimizing. As mentioned previ- 
ously, transitions also can occur between analogizing and 
reasoning. A person who has observed many cases in a spe- 
cific domain can “generalize” from these cases and develop 
rules to reason with (Kolodner 1993). 

Third, there is an order inherent in the ORAC classifica- 
tion: The optimizing mode is appropiate for solving highly 
structured problems, the reasoning mode for moderately or 
only somewhat structured problems, and so on down to the 
creating mode, which is appropriate for solving highly 
unstructured problems. Generally speaking, a problem that 
can be solved using a particular MPSM also can be solved 
using MPSMs that assume less structure. For example, a 
problem that has enough structure to be solved in the opti- 
mizing mode also can be approached using reasoning, 
analogizing, or creating. In general, however, a problem that 
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is highly unstructured, which typically would require a сте- 
ative problem-solving approach, cannot be solved using a 
mode that assumes more structure. 


Positioning of the ORAC 
Framework 


The ORAC framework presents a classification of the way 
marketing decision makers solve problems. Although the 
classification and the particular names of the four MPSMs 
are new, the development of the ORAC framework is based 
on conceptual and empirical research that has been carried 
out in cognitive psychology, cognitive science, decision the- 
ory, and management and organizational studies over the 
past several decades. The ORAC framework proposes that 
marketing management involves more than just the analyti- 
cal approach to problem solving. In the psychological liter- 
ature, two systems of reasoning are distinguished: reasoning 
through symbol manipulation and reasoning according to 
the "associative system" (Sloman 1996). (The word reason- 
ing has a broader meaning here than in the sense of our rea- 
soning mode.) Reasoning through symbolic manipulation 
(called “rule-based system" by Sloman) concentrates on 
causal, logical, and hierarchical relations and on hard con- 
straints and can be characterized with expressions such as 
deliberation, explanation, formal analysis, and verification. 
The associative system of reasoning, conversely, is charac- 
terized by parallel processing of information, soft con- 
straints, intuition, creativity, and associative memory. Our 
optimizing and, to a lesser extent, reasoning modes belong 
to the symbol-manipulation system, whereas our analogiz- 
ing and creating modes take place under the associative rea- 
soning system. The ORAC framework extends the perspec- 
tive of marketing decision making from the 
analytical/explanatory mode to the associative/creative 
mode and incorporates the two main systems of human rea- 
soning. Russo and Schoemaker (1990) develop a model for 
managerial decision making, in which the concept of fram- 
ing is particularly interesting. Framing means marking the 
contours of the problem, defining what must be decided, and 
determining the evaluation criteria. Frames are powerful and 
determine the decision maker's perspective on a problem; 
they also constitute boundaries for the solution space. These 
boundaries are often implicit, because few people are fully 
aware of the decision frames (mental models) they have 
adopted (Russo and Schoemaker 1990, p. 20). The optimiz- 
ing and, to a large extent, the reasoning modes operate 
within given frames and look for solutions that fit in those 
frames (convergent thinking). However, it is useful for a 
decision maker to challenge these frames from time to time 
and take a different perspective or approach to the problem. 
Such a process of reframing, which requires divergent and 
lateral thinking, takes place in the analogizing and creating 
modes. 

In another approach to decision making, decision analy- 
sis, a decision tree is constructed, which represents the pos- 
sible courses of action, and subsequently the subjective 
probabilities and utilities of the decision maker are mea- 
sured (Raiffa 1968). Tbe starting point of decision analysis 
is formulating the problem; beyond that, decision analysis is 
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clearly a case of finding a solution within a given frame 
(convergent thinking). The purpose of a decision analysis is 
to find the decision that maximizes the expected subjective 
utility of the decision maker. Consequently, problem solving 
through decision analysis is an example of using the opti- 
mizing mode. For important marketing decisions, a decision 
maker might go through the elaborate procedures (see, e.g., 
Kleinmuntz 1990) of problem structuring, probability 
assessment, and risk attitude measurement that a decision 
analysis requires. However, we argue that in day-to-day 
marketing situations, most problems call for applying one of 
the other modes. 

In the literature on managerial decision making, much 
attention is devoted to so-called sequence frameworks. The 
way of thinking about human decision making as consist- 
ing of a series of “phases” has a long intellectual tradition. 
John Dewey, in his book How We Think (1910), character- 
izes problem solving as consisting of the following phases: 
(1) defining the problem, (2) identifying the alternative 
solutions, and (3) choosing the best one. Graham Wallas, 
in The Art of Thought (1926), suggests that problem solv- 
ing proceeds through four steps: (1) preparation, (2) incu- 
bation, (3) illumination, and (4) verification. Probably the 
best-known phase model is the one developed by Herbert 
Simon (1960), who proposes that the decision-making 
process consists of three phases: (1) intelligence, (2) 
design, and (3) choice. In subsequent work he adds a 
fourth phase, review. Sequence frameworks as a valid 
description of real-life managerial decision making have 
been criticized. It has been argued that steplike models of 
managerial decision making have, erroneously, been 
inspired by how scientists think. But "scientific thinking is 
probably a poor model for managerial thinking, yet ... the- 
orists encourage this myth by providing steplike analytical 
formats. People may resist steplike structures because the 
procedure they prefer is basically holistic in the sense that 
all steps are considered simultaneously" (Weick 1983, p. 
225). Some authors even deny the very existence of deci- 
sion-making processes on the part of the manager. Deci- 
sions accrete and seldom consist in the production of a 
particular outcome by particular persons (Weiss 1980). 
Many decisions cannot be pinned down easily in time or 
place, and the "cerebral rationality of sequential theories" 
is therefore only a one-sided view of how managers in 
companies make decisions (Langley et al. 1995). Within 
each of the ORAC modes, some form of a sequential 
process could take place. When a decision maker employs 
the optimizing or reasoning mode, sometimes Simon's 
stages of intelligence, design, and choice might be dis- 
cernible. In the analogizing and creating modes, we might 
observe Wallas's steps of preparation, incubation, illumi- 
nation, and verification. However, it is unrealistic to con- 
sider all marketing decisions as sequential processes. The 
four modes of the ORAC framework are not stages of a 
decision process, but rather alternative ways of how a deci- 
sion maker goes through these stages (if separate stages 
can be distinguished at all). However, this sequence ele- 
ment is not an essential notion of our ORAC framework. 


Antecedents of MPSMs 


Given that the four MPSMs distinguished here constitute a 
useful way of classifying different modes of marketing deci- 
sion making, a natural question is, What are the factors that 
determine which MPSM will be dominant in a particular 
decision situation? Our approach to this issue is conceptual. 
So far no specific empirical research has been carried out on 
the antecedents of MPSMs. We discuss the factors that, in a 
first analysis, look the most important in determining which 
MPSM to adopt, but we do not assume our analysis to be 
complete or exhaustive. Specifically, we distinguish three 
sets of antecedents: problem characteristics, decision envi- 
ronment characteristics, and decision-maker characteristics 
(see Figure 1). 


Problem Characteristics 


The most important problem characteristics for determining 
the MPSM follow: 


1. Structuredness (Keen and Scott Morton 1978), which 
involves the extent to which relevant elements of a problem 
and the relationships among those elements are known. 
Structuredness of a problem goes back to Simon’s (1960) 
notion of “programmability.” For the optimizing mode, a 
high level of structuredness is required. Examples of rela- 
tively programmable and structured marketing problems are 
sales management and sales-force decisions and media plan- 
ning for advertising. 

2. Depth of knowledge, which refers to generalized knowl- 
edge—that is, the product of scientific research. The opti- 
mizing mode requires deep knowledge. However, the 
required depth of knowledge (in the sense of objective, sci- 
entifically verified knowledge) decreases in the direction of 
reasoning, analogizing, and creating. 

3. Availability of data, which is necessary for developing 
mathematical (optimizing) models. Data also play an impor- 
tant role in the formation of a marketer’s mental model, used 
in the reasoning mode. They help to form an impression of 
the mechanisms in a market. For analogizing and creating, 
however, the cognitive processes are more qualitative and 
subjective. 


FIGURE 1 
Antecedents of Marketing Problem Solving Modes 
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Although there could be tendencies (e.g., advertising 
decisions often are made by analogizing and creating, 
whereas distribution decisions often are made by optimizing 
and reasoning), there is no unequivocal link between the 
marketing-mix instrument and the MPSM used. The rela- 
tionship runs through the factors’ structuredness, depth of 
knowledge, and availability of data, which can have differ- 
ent values for the same marketing-mix instrument. А similar 
argument applies to the use of different MPSMs in different 
industries. The three problem characteristics distinguished 
here are not independent. The structuredness of a problem 
area will increase as the level of knowledge of a domain 
increases. Furthermore, the availability of data in a particu- 
lar domain can stimulate scientific research, which in turn 
will increase the knowledge about the phenomena in that 
area. 


Decision Environment Characteristics 


The following characteristics of the decision environment 
affect the choice of the MPSM: 


1. Time constraints, which often preclude passing through the 
complete sequence of model building, model estimation, 
and using the model for optimizing. When time is short, the 
quickest way to solve a problem is to consult one's memory 
and search for similar cases experienced before. Time pres- 
sure clearly stimulates the analogizing mode. Some amount 
of reasoning also can occur, but this will be confined to the 
marketer's consulting of the existing mental model. Time 
pressure is not conducive to creativity (Hennesey and Ama- 
bile 1988; Tardif and Sternberg 1988). 


2. Market dynamics. There is a big difference between operat- 
ing in a stable market and operating in a turbulent one (e.g., 
compare the current coffee market (Simon 1994] with the 
market for information technology products). In stable mar- 
kets mathematical models are more effective. This implies 
that in stable markets, the optimizing mode will be used 
more often. Under turbulent market conditions, however, 
marketers will be hard-pressed to understand and interpret 
what is going on and constantly will revise their mental 
models of the market. If mathematical models are feasible at 
all, they would have to be respecified and reestimated all the 
time. So in dynamic market conditions we expect that the 
reasoning mode will be used more often. Turbulence is also 
conducive to the creating mode (e.g., see the current selec- 
tion of innovative information technology products). 

3. Organizational culture. A company or department will have 
certain prevailing attitudes 'and a certain "standard" 
approach to doing things (Pettigrew 1979). If in a company 
in general there is a positive attitude toward the use of mod- 
els and quantitative analyses, this will extend to the way 
marketing managers go about problem solving in their 
domain—favoring the optimizing and reasoning modes. 
Similarly, more heuristic/holistic cultural attitudes favor 
analogizing and creating. 


Decision-Maker Characterlstics 


The following characteristics of the decision maker also 
affect the choice of MPSM: | 


1. Cognitive style, which refers to the process through which 
persons perceive and process information. Most common is 
the classification of decision makers into two categories: 
analytical and nonanalytical (Bariff and Lusk 1977; Zmud 
1979). АП other things being equal, analytical decision mak- 
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ers will tend toward the optimizing and reasoning modes, 
and nonanalytical decision makers will be inclined to use 
analogizing or creating. 

2. Experience. A high degree of experience means that a per- 
son has dealt with a large number of practical marketing 
problems and their solutions. This provides the marketer 
with the opportunity to develop a rich mental model, which 
favors the reasoning mode. Conversely, all these experiences 
also constitute many cases, which can serve as a basis for 
analogizing. Which of the two modes the experienced deci- 
sion maker will use well might depend on the person's cog- 
nitive style, with analytical types tending toward reasoning 
and nonanalytical types toward analogizing. 

3. Education. An academic education stimulates an' analytical 
approach, favoring optimizing and reasoning. Other educa- 
tional institutions (e.g., professional and trade schools) 
emphasize examples and case histories. Consequently, all 
other factors being equal, their graduates are more condi- 
tioned toward analogizing and creating. 

Skills will facilitate the use of a certain mode. For example, 

computer literacy and proficiency are skills that stimulate 

the optimizing mode. 


A 


In the preceding discussion, we present the most impor- 
tant factors that determine the actual marketing problem- 
solving mode. However, the actual MPSM is not automati- 
cally also the most desirable MPSM. If we examine the 
problem characteristics, decision environment characteris- 
tics, and decision-maker characteristics for a specific mar- 
keting management situation, we might conclude that the 
appropriate MPSM differs from the current one. For deter- 
mining the most desirable MPSM, the factors given in Fig- 
ure 1 are also relevant. 


Marketing Management 
Support Systems 


We now study the supply-side perspective of MMSSs and 
discuss the several types and their properties. 


Components of MMSSs 


We define an MMSSs, in terms of its components, as any 
device combining (1) information technology, (2) analytical 
capabilities, (3) marketing data, and (4) marketing knowl- 
edge, made available to one or more marketing decision 
makers, with the objective to improve the quality of market- 
ing management. According to this definition, MMSSs соп- 
sist of the combination of four components: 


1. Some form of information technology. hardware (e.g., com- 
puters, workstations, optical scanning technology, telecom- 
munication systems) and software (e.g., database manage- 
ment programs, spreadsheets, graphical/communication 
software). 

2. Analytical capabilities: statistical packages for analyzing 
marketing data, parameter-estimation procedures, marketing 
models, and optimization and simulation procedures, for 
example. 

. Marketing data: quantitative information about variables 
such as sales, market shares, prices, own and one's competi- 
tors' marketing-mix expenditures, distribution figures, and 
so on. 

4. Marketing knowledge: qualitative knowledge about such 

things as the structure of markets (submarkets, market seg- 
ments), the suitability of specific sales-promotion cam- 


о 
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paigns, typical reactions to advertisements, heuristics for the 
acceptance of clients, and so on. 


These four components are the constituent parts of an 
MMSS and determine its capability and functionality. Sev- 
eral types of MMSSs can be distinguished, each type being 
a different combination of the four components. 


Types of MMSSs 


Following we present classifications of MMSSs, which are 
summarized in Table 1. The order in which the different 
types of MMSSs are discussed is (approximately) in agree- 
ment with the time of their emergence in the literature (see 
the dates in the left-hand column of Table 1). 

Marketing models mark the start of the use of the com- 
puter for marketing decision making (Bass, Buzzel, and 
Greene et al. 1961; Buzzel 1964; Frank, Kuehn, and Massy 
1962). This work in the early 1960s was the beginning of a 
model-building tradition in marketing that continues today 
(Lilien, Kotler, and Moorthy 1992). Apart from its direct 
contribution to marketing decision making, the work in mar- 
keting-model building has been invaluable for the develop- 
ment of the marketing discipline. Our interest here is in 
decision support models (Lilien, Kotler, and Moorthy 1992, 
p. 6). In the marketing-models approach to a problem, first 
a mathematical representation of the relevant marketing 
phenomena is developed—that is, the marketing model. 
This model then is parameterized, by calibration or using 
statistical estimation techniques. Optimal values for the 
marketing-mix variables are derived through techniques, 
such as differential calculus, and operations research tech- 
niques, such as linear and integer programming and simula- 
tion (Lilien, Kotler, and Moorthy 1992, p. 8). From this ori- 
entation toward operations research, it should be clear that 
marketing models lean heavily on analytical capabilities. 
For the purpose of parameter estimation, the marketing data 
are also important. Therefore, another type of analytical 
capabilities, econometric techniques, also are required. 
When there are no data available, by using the decision cal- 
culus approach (Little 1970), a manager's judgment can be 
used to calibrate the parameters of the model. If subjective 
judgment is involved, however, the system rather should be 
called a marketing decision support system (MDSS) 
(described subsequently). Basically, а marketing-model 
approach aims at finding the best solution. Representative 
examples of marketing models are MEDIAC (Little and 
Lodish 1969) for media planning and SH.A.R.P. (Bultez and 
Naert 1988) for shelf-space allocation in supermarkets. 

Marketing information systems (MKISs) emerged, 
when—in the second half of the 1960s—the concept of 
management information systems was applied to the field of 
marketing (Amstutz 1969; Kotler 1966). The first MKISs 
were mainly a combination of marketing data and informa- 
tion technology (i.e., systems for data storage and retrieval). 
Later, some statistical procedures (analytical capabilities) 
were added. Although the academic literature pays only lim- 
ited attention to MKISs, in companies they are much more 
prominent than marketing models. Many MMSSs in compa- 
nies are de facto MKISs. The main function of an MKIS is 
to provide information (predominantly quantitative) about 
what is going on in the market—that is, to answer the ques- 


TABLE 1 


Key Words Characterizing the Different Types of MMSSs 
БЕ зр а ааа ашаса Fs 


Date of Origin 
Marketing Models 1960 


Marketing Information Systems (MKISs) 1965 


Marketing Decision Support System (MDSSs) 1980 


Marketing Expert Systems (MESs) 1985 


Marketing Knowledge-Based Systems (MKBSs) 1990 


Marketing Case-Based Reasoning Systems (MCBRs) 1995 


Marketing Neural Nets (MNNs) 1995 


Marketing Creativity-Enhancement Programs (MCEPs) 2000 


tion, “What happened?” The present MKISs also have ana- 
lytical capabilities for examining the causes of observed 
phenomena. These can be used to answer “why” questions. 
Marketing information systems are basically passive sys- 
tems: They provide information, but it is up to the market- 
ing decision maker to attach conclusions to this information 
and to decide whether to act on those conclusions. Typically, 
an MKIS provides data on marketing indicators on a regular 
basis. For example, each month the marketing research or 
information systems department sends actual figures to the 
relevant employees in the company, sometimes different fig- 
ures to different persons, depending on their responsibilities. 
Marketing information systems often are tailored to the spe- 
cific needs of individual companies. An example of an 
MKIS, used by different companies, is the well-known 
INF*ACT system developed by Nielsen, which is fed with 
data from a retail scanning panel. 

Marketing decision support systems (MDSSs) constitute 
the instantiation of the more general concept of decision 
support systems (DSSs) in marketing. This concept 
emerged in the 1970s and caught on quickly in the manage- 


Main Characteristics 


«Mathematical representation 

*Optimai values for marketing instruments 
Objective 

*Best solution 


«Storage and retrieval of data 

*Quantitative information 

*Registration of “what happens іп the market" and “why” 
(analysis) 

*Passive system 


«Flexible systems 
*Recognition of managerial judgment 
*Facilities to “what-if” questions (simulation) 


*Centers on marketing knowledge 
«Human experts ; 
*Rule-based knowledge representation 
*Normative approach: best solution 


*Diversity of methods, including hybrid approaches 
*Structured knowledge representation, including frame- 
based hierarchies 

*Model-based reasoning 


«Similarity with earlier cases 
eStorage of cases in memory 
*Retrieval and adaptation 
*No generalization 


*Training of associations 
•Ранет recognition 
*No a priori theory 
eLearning 


«Association through connections 
eldea generation 
*Endorsement of creativity in problem solving 


ment literature (Keen and Scott Morton 1978; Sprague and 
Carlson 1982). Compared with classical operations 
research, which was the main source of inspiration for mar- 
keting models, a DSS takes a more practical and flexible 
approach to problem solving. Its focus is on semistructured, 
instead of structured, tasks. Its purpose is to support rather 
than replace managerial judgment and to improve the 
effectiveness of decision making rather than its efficiency. 
Little (1979, p. 9) defines an MDSS as “а coordinated col- 
lection of data, models, analytical tools and computing 
power by which an organization gathers information from 
the environment and turns it into a basis for action.” Ап 
MDSS makes it possible for marketing managers to model 
marketing phenomena according to their own ideas (mental 
models). In that sense an MDSS can be conceived of as a 
"relaxed" version of the more rigorous marketing models. 
Conversely, an MDSS also can be seen as an extension of 
an MKIS. Like an MKIS, it is a combination of information 
technology, marketing data, and analytical capabilities, but 
with much more emphasis on the last component. Ап 
MDSS contains an explicit model base. Whereas an MKIS 
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is particularly geared toward answering "what" questions 
(what is happening in the market?) and "why" questions 
(why did it happen?), an MDSS is especially equipped to 
answer “what if" questions (what will happen if...?). Using 
its model base, an MDSS can carry out simulations in order 
to answer such questions. Examples of MDSSs are the 
ADBUDG system (Little 1970), which predicts market 
shares for given advertising budgets (an MDSS “avant-la- 
lettre"), and ASSESSOR (Silk and Urban 1978), which pre- 
dicts the market share of a new product given its attributes 
and the introduction campaign. 

Marketing expert systems (MESs) are MMSSs that 
emphasize the marketing knowledge component. The sys- 
tems described so far do use qualitative marketing knowl- 
edge in some form—for example, for specifying the mar- 
keting variables deemed relevant in a marketing model or 
for choosing the indicators on which MKISs provide infor- 
mation. However, none of these systems deals with market- 
ing knowledge explicitly. The expert system concept 
emerged in the field of artificial intelligence in the late 
1970s (Feigenbaum, McCorduck, and Nil 1988; Harmon 
and King 1985). The basic philosophy underlying expert 
systems is to capture the knowledge from an expert in a spe- 
cific domain and make that knowledge available in a com- 
puter program for solving problems in that domain. The goal 
of an expert system, therefore, is to replicate the perfor- 
mance levels of a human expert in a computer model (Ran- 
gaswamy 1993). An MES for sales promotions, for example, 
would contain knowledge from an expert on sales promo- 
tions. Typically, in an expert system, knowledge is repre- 
sented in the form of “if-then” rules. For example, “if you 
want to stimulate trial, then sampling is an appropriate type 
of sales promotion.” Basically, an expert system searches for 
the “best” solution for a given problem. In this sense it takes 
a normative approach. 

The first MESs appeared in the late 1980s (Burke et al. 
1990; Gaul and Both 1990; McCann and Gallagher 1990; 
Rangaswamy et al. 1989). By 1990, more than 20 of these 
MESs were identified (Wierenga 1990). Expert systems are 
confined to systems that contain knowledge originating 
from human experts. Expert systems are a subset of knowl- 
edge-based systems and involve solving narrowly bounded 
problems typically solved by human experts (Dutta 1993, p. 
11). A representative example of an MES is Dealmaker 
(McCann and Gallagher 1990), which contains knowledge 
collected from grocery and drug retailers and can predict the 
impact of a given deal offer. Another example is ADCAD 
(Burke et al. 1990), which is an advisory system for adver- 
tising copy and execution. 

Marketing knowledge-based systems (MKBSs) refer to a 
broader class of systems than do MESs. In the first place, 
this applies to the source of the knowledge. In MKBSs the 
knowledge originates from any source, not just from human 
experts but also from textbooks, cases, and so on. Second, 
the set of possibilities to represent knowledge is much richer 
and not limited to rule-based representation. A fertile alter- 
native approach is knowledge representation in the form of 
“networks of concepts.” This approach shows a direct paral- 
lel with the way humans store information in their long-term 
memory (Dutta 1993; Luger and Stubblefield 1993). Seman- 
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tic networks and frame-based hierarchies are examples of 
this method of structured knowledge representation. The 
similarity of structured knowledge modeling with the way 
humans deal with concepts in their minds makes it easy to 
represent managers’ mental models in MKBSs and use them 
for “model-based reasoning.” Although frame-based tech- 
nologies only recently have entered the marketing domain 
(Wierenga 1990), because of their flexibility, frame-based 
models have the potential to be applied widely in marketing 
(Rangaswamy 1993, p. 752). 

An example of an MKBS using an object-oriented 
design is the Brand Manager’s Assistant (McCann, Lahti, 
and Hill 1991), which supports brand managers with moni- 
toring, analyzing, and designing tasks related to their 
brands. When we follow Rangaswamy’s straightforward 
definition of knowledge-based systems—that is, “decision 
models that use AI [artificial intelligence] methods” (Ran- 
gaswamy 1993, р. 750)—all developments іп AI have the 
potential to add new and useful features to MKBSs. Mar- 
keting knowledge-based systems do not stand for just one 
particular approach to dealing with knowledge in marketing 
but encompass a diverse collection of knowledge represen- 
tation methods, procedures for reasoning, learning, and 
problem solving that can be brought to bear to support mar- 
keting decision making. At some point a new technology 
originated from AI can get so substantial that it becomes a 
field in itself. This has occurred with case-based reasoning 
(CBR) and neural nets (NNs), which constitute the basis for 
the two MMSSs that we describe next. 

Marketing case-based reasoning systems (MCBRs) are 
based on the fact that analogical reasoning is a natural way 
to approach problems and that a lot of marketing manage- 
ment decisions well could take place in the analogizing 
mode. A critical element, then, is to bring to mind the right 
cases. If analogizing is such a dominant and fertile problem- 
solving mode, it is useful to strengthen the "analogizing 
power" of a decision maker by assisting him or her in 
reminding. This can be done by making cases available in a 
case library and providing tools for retrieving and accessing 
them. This idea is the basis of CBR, which recently has 
emerged as an important new methodology in AI (Aamodt 
and Plaza 1994; Kolodner 1993; Riesbeck and Schank 
1989). The basic idea of a CBR system is that historical 
cases are stored with all the relevant data kept intact—that 
is, in the form of a coherent “chunk.” This sometimes is 
called storage of knowledge in “raw form,” which is differ- 
ent from storage in “compiled form" (e.g. rules that an 
expert has deduced from previous experiences; Riesbeck 
and Schank 1989). In CBR systems, no generalizations take 
place. Case-based reasoning for problem solving consists of 
the following steps. A case as similar as possible to the prob- 
lem at hand is sought. From this retrieved case, a “ballpark” 
solution is extracted. This is followed by "adaptation," 
which is the process of fixing an old solution to a new situ- 
ation, and "criticism," which is the process of critiquing the 
new solution before trying it out. Case-based reasoning sys- 
tems employ indexes for representing cases, search and 
retrieval algorithms to find the right cases, and procedures 
for matching, adapting, and transforming cases (Kolodner 
1993). 


So far, СВК has been applied to many different types of 
problems (Dutta 1993; Kolodner 1993). Applications of 
CBR in marketing have started to appear only recently. 
Examples are ADDUCE (Burke 1991), which infers how 
consumers will react to a new advertisement by searching 
relevant past advertising events and a system that forecasts 
promotional sales for a given promotion based on historical 
analogs from a case base (McIntyre, Achabal, and Miller 
1993). 

Marketing neural nets (MNNs) are applications of a 
technology in marketing that has become prominent in cog- 
nitive science/AI during the past decade and a half (Dutta 
1993; Haberlandt 1994; Johnson-Laird 1988; Luger and 
Stubblefield 1993; Rumelhart, McClelland, and PDP 
Research Group 1986). Neural nets are used to model the 
way human beings attach meaning to a set of incoming stim- 
uli—that is, how people recognize patterns from signals. 
They were inspired by the actual physical process that takes 
place in the human brain, where incoming signals are trans- 
mitted through a massive network of connections, which are 
formed by links among neurons in the brain (another name 
for NNs is "connectionism"). Through this network of con- 
nected neurons, a human being is able to recognize patterns 
in sets of incoming stimuli. Through this process, a specific 
output (e.g., "triangle") is connected to input (e.g., a draw- 
ing of a triangle). An artificial NN can be trained to make the 
same type of associations between input and output. For 
example, NNs can be trained to recognize promising oil 
drilling options from soil data, formulate a diagnosis on the 
basis of a patient's medical data, and predict whether a com- 
pany will fail on the basis of financial data (Dutta 1993). 

Applying this approach to marketing, an MNN should 
be able to recognize promising new product opportunities (if 
properly trained on the relationship between new product 
characteristics and success on past cases) or distinguish 
between successful and less successful sales-promotion 
campaigns. А specific feature of ММ is their ability to learn. 
Learning occurs constantly because of the examples pre- 
sented to the network. This way experience automatically is 
absorbed in the net. Another specific feature of NNs is the 
complete absence of a priori theory. The network just adapts 
itself to the data and searches for the best fit between inputs 
and outputs. This makes NNs more suitable for prediction 
than for explanation. The first examples of MNNs have 
appeared recently. The technology has been used to predict 
television audiences (Fitzsimons, Khabaza, and Shearer 
1993), for market segmentation (Mazanec 1993), and for 
database marketing (Zahavi and Levin 1995). 

Marketing creativity-enhancement programs (MCEPs) 
are computer programs that stimulate and endorse the cre- 
ativity of a marketing decision maker. (By MCEPs we do 
not mean programs claimed to be creative themselves, but 
rather programs that facilitate the creativity of the user.) 
Creativity research shows that people can be helped to be 
more creative. The question is whether computers can be 
instrumental in offering this help (Elam and Mead 1990; 
Kabanoff and Rossiter 1994). Creativity has not received 
much attention in DSS research and development so far. 
However, research is emerging that could increase our 
understanding of the link between creativity and DSS. This 


research (Elam and Mead 1990; MacCrimmon and Wagner 
1994) suggests that, under certain conditions, the creativity 
of problem solvers can be enhanced by means of creativity 
software. It can be expected that this also applies to market- 
ing problem solvers. Marketing creativity-enhancement pro- 
grams seem to offer promising possibilities. So far, we are 
only aware of one marketing system that has a "creativity 
module": The most recent version of the CAAS system for 
advertising design developed by Kroeber-Riel (1993) per- 
forms a creative search of pictorial motifs for emotional 
advertising. 


Summary of MMSSs 


In the right-hand side of Table 1 we summarize the most 
characteristic features of the MMSSs. Although there might 
be agreement on the big picture, we could argue about the 
details of our classification of MMSSs. For example, logi- 
cally, marketing models and MKISs can be seen as special 
cases of MDSSs. Also, MESs, MCBRs, and MNNs can be 
conceived as subclasses of a broader category of MKBSs. 
However, as we show in Table 1, the systems mentioned 
have so many characteristics of their own that for determin- 
ing which MMSS to use for which MPSMs, we treat them 
separately. 

Regarding the whole set of MMSSs, we can make a few 
comments. The field of MMSSs is dynamic and constantly 
changing because of developments in the constituent com- 
ponents of MMSSs. Our presentation of MMSSs makes this 
dynamic character manifest. The dynamics in the field of 
MMSSs will continue, and in five years the scene certainly 
will be different from now. These dynamics also are 
reflected in the fact that the various MMSSs are in different 
stages with respect to their use and adoption in companies. 
The first three types of MMSSs—marketing models, 
MKISs, and MDSSs—are accepted and established by now. 
To a somewhat lesser extent this is also true for MESs. How- 
ever, the last four MMSSs—MKBSs, MCBRs, MNNs, and 
MCEPs—are at this moment emerging technologies. They 
offer promising opportunities, but their definite contribu- 
tions remain to be substantiated. 


Matching MPSMs and MMSSs 


In the previous sections we discuss the MPSMs of the 
ORAC framework (the demand side) and the different types 
of MMSSs (the supply side). In this section we attempt to 
match the support requirements of the four MPSMs with the 
capabilities of the various MMSSs to determine which types 
of MMSSs are appropriate for the different MPSMs. 

Dutta, Wierenga, and Dalebout (1997a) define two 
dimensions as important for the design of management sup- 
port systems: the object of support and the mode of support. 
The object of support involves the question, What to sup- 
port? Three objects of support can be distinguished: out- 
come, process, and learning. The outcome-oriented view of 
decision making primarily involves the final decision. The 
emphasis is on ensuring that the best or “correct” output is 
produced for the appropriate set of inputs. In the process- 
oriented view, the emphasis is on the process by which deci- 
sions are made and not solely on the final outcome. Finally, 
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FIGURE 2 
Matching MPSMs and MMSSs 
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when the object of decision support is learning, the relevant 
question is how to improve the decision and the decision 
process. How can the decision maker learn from the deci- 
sion process so that next time the decision maker can do bet- 
ter? Three modes of support also can be distinguished: auto- 
mate, informate, and stimulate. Automation of decision 
making has been the traditional strength of operations 
research. Management support systems with an emphasis on 
automation have certain decision procedures and mecha- 
nisms “hardwired” in the system. Also, many expert systems 
have as their primary goal to automate decisions. The term 
“informate” was first used by Zuboff (1985) to denote the 
capability of intelligent technology to capture and provide 
information about organizations. “To informate” has a more 
active connotation than “to inform”: The attention of the 
decision maker is drawn to specific events. Finally, in the 
stimulate mode of decision support, the decision maker is 
aided in finding new solutions by questioning existing 
frames and norms, noticing special features in the decision 
environment, making remote associations, and so on. 

When we apply the design dimensions object of support 
and mode of support to the ORAC modes, we arrive at a 
mapping of MPSMs into their most appropriate MMSSs, as 
given in Figure 2. 


Optimizing 


In the case of optimizing, a best solution exists and the 
MMSS should ensure that this solution is found. So the 
emphasis is on the final solution—that is, the outcome of the 
decision process. In principle, decisions can be automated 
and left to a computer. The first type of MMSS matching the 
design requirements of the optimizing mode is marketing 
models. Marketing models provide a mathematical repre- 
sentation of the marketing problem and are the starting point 
for finding the objectively best solution for the values of the 
marketing instruments. Whereas marketing models provide 
the best quantitative solution, MESs aim at providing the 
best solution if the problem is described in terms of qualita- 
tive relationships among the variables. Under the optimizing 
mode, a marketing model might be used to determine the 
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advertising budget and, subsequently, an MES might be 
applied to find out what the copy and the execution of the 
advertisements should be. 


Reasoning 


In the reasoning mode, the object of support for the deci- 
sion maker should not be so much a particular outcome (a 
precise recommendation on what to do), but rather the mar- 
keting manager’s decision-making process. Furthermore, 
the support of the decision-making process is not limited to 
the decision at hand, but also should help for decision occa- 
sions in the future. The knowledge about the decision 
domain is constantly developing (dynamic memory). Con- 
sequently, the MMSS should enable marketing managers to 
enhance their knowledge continuously and revise their 
mental models (especially relevant in turbulent markets). 
This process is called learning. The basic mode of support 
in this situation is to informate. Under the reasoning mode, 
an MMSS should give information about what is going on 
in the market and should draw a manager’s attention 
actively to significant events. Marketing management зир- 
port systems can support the reasoning mode in two ways: 
(1) through the formation and revision of the mental mod- 
els of managers and (2) through reasoning with those men- 
tal models. For the first purpose, information is needed 
about what happens in the market—that is, actual facts and 
data (the “what” question). This is the contribution of 
MKISs. Using its model base, an MDSS can help to 
achieve a better understanding of the mechanisms in a mar- 
ket by means of simulation (answering “what-if’ ques- 
tions). Marketing neural nets also can help to explore what 
is going on in a market. An MNN can discover patterns in 
the interdependencies among marketing variables—for 
example, capture the characteristics that distinguish suc- 
cessful from unsuccessful new products. Whereas MKIS, 
MDSS, and MNN are primarily instrumental in the forma- 
tion of mental models, an MKBS is particularly suited to 
represent a decision maker’s mental model in a computer 
and reason with this model (model-based reasoning), the 
second purpose referred to previously. Systems can be built 
for monitoring and diagnosing market events and suggest- 
ing appropriate actions in the same way as the manager 
would do. An example of such a system is CoverStory 
(Schmitz, Armstrong, and Little 1990). CoverStory pro- 
duces short reports and graphs about the most important 
events in a market (informate) by scanning data. In the era 
of the “marketing information revolution” (Blattberg, 
Glazer, and Little 1994), such systems, which take over part 
of the reasoning from the manager, are indispensable. 


Analogizing 


In the analogizing mode, the primary object of support is the 
process of finding suitable cases and adapting them for the 
current problem. In the analogizing mode the MMSS should 
stimulate the decision maker by actively coming up with 
solutions of earlier cases and proposing transformations of 
earlier solutions. There is also learning involved, so that 
future decisions can benefit from current experiences. Mar- 
keting case-based reasoning systems are the prime MMSSs 
that match the requirements of the analogizing mode. The 


development of СВЕ technology was inspired by the desire 
to support the analogy-seeking behavior of decision makers. 
Case-based reasoning systems consist of large sets of cases 
stored in a computer, with efficient indexing systems for 
finding the cases that are similar to a problem situation at 
hand and facilities to transform or adapt earlier solutions to 
the current situation. For example, a product manager who 
has to develop a sales promotion for his or her brand can be 
inspired by an action present in his or her case base that was 
successful for a similar product in a different market. А СВЕ. 
System can augment a decision maker's memory by provid- 
ing access to a large collection of relevant cases. Human 
decision makers, conversely, are fairly good at adapting 
cases to the current situation (Dutta, Wierenga, and Dale- 
bout 1997b). Ultimately, some form of generalization takes 
place in the analogizing mode (learning from experience). 
For that purpose, MNNs could be used to search for patterns 
in the cases of the case base. 


Creating 


In the creating mode, an MMSS should be directed toward 
supporting the creative process and should fulfill a stimulat- 
ing role—that is, generate cues and ideas that trigger the 
user. Creativity consists to a large extent of making connec- 
tions and associations between remote concepts. This should 
be facilitated by an MMSS. As mentioned previously, there 
is an emerging class of creativity-enhancement programs 
that match well with the demand for creativity support in the 
domain of marketing. Research is needed to gain experience 
in using this approach to solve marketing problems. Pursu- 
ing this path will lead to a new type of MMSS-—MCEPSs. 


An Integrating Framework 
Finally, we assemble the various elements (MPSMs and 
their antecedents and MMSSs and their components) dis- 
cussed here into an integrating framework (see Figure 3). 
The interface of MPSMs and MMSSs is the central part of 
the framework. In Figure 2, as discussed in the last section, 
we provide, in effect, a close-up view of the interface. 

Figure 3 shows that the MPSMs generate a demand for 
marketing management support. This demand side is driven 
by certain antecedent factors (i.e., problem characteristics, 


FIGURE 3 
Integrating Framework of MPSMs and MMSSs 
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decision environment characteristics, and decision-maker 
characteristics). The different types of MMSS deliver sup- 
port with different functionalities. These functionalities 
result from the capabilities offered by the constituent com- 
ponents (ie., information technology, analytical capabili- 
ties, marketing data, and marketing knowledge). 


Other Decision Support Frameworks 


Several authors have developed frameworks to determine 
the most appropriate decision-making aid. Sprague (1989) 
tries to relate the required support to the phases of Simon's 
(1960) model of sequential decision making. However, it 
proves to be difficult to assign decision aids unequivocally 
to phases in the decision process. Another approach is to 
relate the required decision support to the level of deci- 
sion—for example, strategic planning, managerial control, 
operational control, and transaction processing (Anthony 
1965). The problem with this approach is that at the same 
level of decision making, decisions with different character- 
istics can occur. Compare, for example, selecting the cover 
of a magazine with inventory reordering, which are both 
decisions at the level of “operational control,’ but have dif- 
ferent decision support requirements. 

Gorry and Scott Morton (1971) develop the most 
prominent framework in the decision support literature that 
relates decision tasks to needed support. They combine 
Anthony's (1965) levels of managerial decisions with 
Simon's (1960) classification of structured, semistructured, 
and unstructured decisions. This results in a matrix, where 
for each cell recommendations for appropriate decision 
support are made. This framework, with some minor exten- 
sions, subsequently is used by other authors (e.g., Keen and 
Scott Morton 1978; Turban 1995). Our framework aims at 
transforming decision situations, through MPSMs, into 
requirements for decision support. By doing so, the MMSS 
that fits best with the decision situation can be determined. 
Gorry and Scott Morton's distinction between structured 
and unstructured decisions is also present in our frame- 
work, which actually is an extension of their framework in 
several respects. First, in our framework the structured/ 
unstructured distinction is only опе of the problem charac- 
teristics considered as antecedents of the MPSM that deter- 
mine the most suitable decision aid. Second, our framework 
explicitly postulates that the characteristics of the problem 
are, in turn, only one of the groups of factors that determine 
the MPSM. In addition to the characteristics of the prob- 
lem, the characteristics of the decision environment and the 
decision maker also have their impact. Our approach makes 
it possible to take a much more in-depth view of a particu- 
lar decision situation and be more precise with respect to 
decision support recommendations. Consider, for example, 
a decision situation that involves, in principle, a structured 
problem. In using the Gorry and Scott Morton framework, 
one would select an MMSS that would allow for finding an 
optimal solution. However, time pressure and limited ana- 
lytical capabilities on the part of the decision maker might 
make it impractical to conduct an optimizing procedure. In 
such a case, an MMSS that supports analogizing might be 
more effective. 
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Evolution and Use of MMSSs 


Our integrating framework helps us to understand the evolu- 
tion and the evolution of the use of MMSSs. The evolution 
of MMSSs clearly has been supply and technology driven. 
Developments in the components of MMSSs (given on the 
right-hand side of Figure 3) are dominant here. In the 1960s 
and 1970s the major driving forces were developments in 
the analytical capabilities (e.g., progress in optimization and 
estimation techniques). During the 1980s the marketing data 
component was the driving force (the scanning revolution). 
At the present time, the developments in the components of 
marketing knowledge and information technology are pre- 
dominant, and MMSSs are being equipped with knowledge 
and intelligence. 

The evolution of the use of MMSSs did not follow the 
supply automatically, however. When marketing models, the 
first type of MMSSs, were introduced in the 1960s, it was 
expected that this scientific approach to marketing manage- 
ment problems soon would have a major impact on market- 
ing practice. However, it turned out that marketing managers 
were not so eager to adopt models: "The big problem with 
such models is that managers practically never use them" 
(Little 1970, p. B466). Almost 25 years later, the situation 
does not seem to be very different: "Even several decades 
after the earliest operational marketing models were first 
introduced, their impact on practice remains far below its 
potential” (Eliashberg and Lilien 1993, p. 19), and "the 
practical significance of marketing science has remained 
very limited" (Simon 1994, p. 40). This does not imply that 
marketing model builders have not been trying hard to 
develop better systems that actually help managers. Nor 
have they been oblivious to the importance of managerial 
judgment for marketing decision making. As early as 1970, 
Little introduced “decision calculus,” a procedure in which 
managerial judgment is used for the parameterization of 
response functions. 

Several authors propose reasons to explain the reluc- 
tance of marketing managers to use marketing models. 
These reasons relate to the models as such (e.g., they are not 
robust enough, not simple enough, or too difficult to under- 
stand; Little 1970) to the lack of selling capabilities on the 
part of the model builder (Lilien 1994) and the lack of rele- 
vant data (Simon 1994). However, though such factors 
might be important, our analysis supposes that a match 
between the MPSM and the MMSS should exist. Marketing 
models are an appropriate type of MMSS in the case of the 
optimizing mode. Given our discussion of the factors con- 
ducive to the optimizing mode (e.g., high structuredness of 
the problem, high degree of knowledge, ample time frame, 
stable market), it is unlikely that this MPSM will occur fre- 
quently. (Even with decision calculus, we remain in the 
model-building/optimizing mode.) Although developing 
better models and selling models better will help, this alone 
will not turn the situation around. We believe that managers 
will be inclined to use only MMSSs that match with the 
MPSM they use. 

The framework not only helps to understand why certain 
MMSSs did not catch on or did less well than expected; it 
also can explain positive developments (Little 1991). For 
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example, the high impact of marketing models on practi- 
tioners in the domain of sales management (Lodish 1971; 
Vandenbosch and Weinberg 1993; see also the Syntex Lab- 
oratories case history quoted previously) probably is due to 
factors like the high level of structuredness of the problem, 
analytical decision makers, quantitative skills, ample time 
frame, and a stable market situation. Furthermore, the fact 
that MKISs are implemented in companies more often than 
marketing models could be because reasoning occurs more 
frequently than does optimizing. The ongoing research in 
marketing (science) will increase our knowledge of market- 
ing phenomena further, which helps to structure marketing 
problems, thus making them more amenable for optimizing. 
Many fields are still out there, waiting to be reaped by the 
analytical power of marketing science. The limited use of 
marketing models does not imply that marketing science is 
on the wrong track, as Simon (1994) seems to conclude, or 
that we need a “paradigm shift.” What can be learned from 
several decades of research in marketing, though, is that 
progress will not be fast. New knowledge tends to have rel- 
atively little impact on improving marketing management 
practice (Silk 1993). On this count alone, it will take a long 
time before the majority of marketing problems is solved in 
the optimizing mode (if this ever happens). For the time 
being, efforts should be made to develop MMSSs that can 
support marketing decisions made in the reasoning, analo- 
gizing, and creating modes. 


Issues for Further Research into MMSSs 


For a demand-side approach to the development of MMSS, 
more research is needed on how marketing managers actu- 
ally make decisions and how, in this process, they combine 
hard data with soft knowledge. In this article, we follow a 
conceptual approach and develop a framework that can 
guide the study of marketing managers' decision processes. 
What we need now is empirical work that gives insight into 
how different managers go about decision making in differ- 
ent markets, under different circumstances. This calls for an 
empirical test of our framework. 

A first issue would be to determine the conditions under 
which each of the MPSMs occurs. When and how often can 
the dominant mode be characterized as optimizing, reason- 
ing, analogizing, or creating? We put forward several 
“antecedents” of the MPSMs—the characteristics of the 
problem, of the decision environment, and of the decision 
maker—and indicated how we believe they affect the choice 
of MPSM. However, these relationships need further testing 
in empirical research. The marketing management literature 
abounds in recommendations on how marketing managers 
should make decisions. It is surprising to see, in a field in 
which so much is known about consumer decision making, 
how little research has been done on how marketing man- 
agers actually do make decisions. Next, it would be inter- 
esting to take a look at the MMSSs developed in the mar- 
keting literature and used (to a greater or lesser extent) in 
companies. Researchers then can examine whether the suc- 
cess of these systems can be explained by the match (or the 
lack thereof) between the MMSS and the MPSM, as dis- 
cussed here. 


Even without exact information about the relative оссиг- 
rence of the different MPSMs, on the basis of the previous 
discussion of antecedent factors, our conjecture is that rea- 
soning and analogizing occur often, that creating is also 
important but has a somewhat lower incidence, and that 
optimizing probably is applied the least frequently. This 
would imply (looking at Figure 2) that the object of support 
most often should be the process of decision making rather 
than the outcome. This means that we especially need 
MMSSs that support the decision-making processes of deci- 
sion makers. Such systems optimally should be geared 
toward the MPSM employed and could take advantage of 
the relative strengths and weaknesses of both the decision 
maker and the computer. In developing such systems, we 
should realize that managerial thinking and managerial 
action often cannot be separated. There is a “simultaneity of 
thought and action," and "thinking is inseparately woven 
into action" (Weick 1983). A manager seldom sits down for 
a long period of time contemplating various options for 
actions. Research should be directed toward systems that 
present a minimal barrier for use and generate output in the 
form of suggestions, alternative courses of actions, and 
warnings that immediately can be “absorbed” into the man- 
ager's ongoing stream of thought. 

If reasoning and analogizing are important MPSMs, 
MMSSs also should offer good opportunities for learning 
(see Figure 2). Generally, the pace of change has stepped up, 
and many industries are undergoing massive transforma- 
tions (Prahalad 1995). Marketers continuously must revise 
their mental models to be able to reason about the ever- 
changing situation, will search for analogies to guide them, 
and must use their creativity to deal with the dynamics of the 
situation. Adaptability and response become more important 
than planning in such situations, and MMSSs should 
enhance the role of the company as a “market-driven learn- 
ing organization" (Day and Glazer 1994). An MMSS that 
not only supports the decision process but also enhances 
learning can help marketers to adapt their decision processes 
over time. 

A design tradition for MMSSs is lacking, and the field 
should develop one. Fields such as DSS, engineering, and 
architecture have a tradition of design (for information sys- 
tems, machinery, or buildings). To marketing, with its roots 
mainly in economics and the behavioral sciences, this is an 


alien phenomenon. For MMSSs, though, the formulation of 
design principles might be beneficial—and also the devel- 
opment of a common "language" about their dimensions 
and requirements. We hope we make a contribution in that 
respect with this article. Many of the existing MMSSs have 
been developed in an ad hoc way, often driven by some algo- 
rithm (e.g., an optimization method) or technology (e.g., 
expert systems) without first deriving design requirements 
from the system's intended purpose. 

It should be clear from the foregoing discussion that we 
favor design principles for an MMSS that are demand ori- 
ented and take their starting point in the decision-making 
behavior of marketing managers. So far, a lot of effort has 
been directed toward MMSSs that support the optimizing 
mode. As Figure 2 shows, there is also a good supply of 
MMSSs that can support the reasoning mode. However, for 
the analogizing and creating modes, the supply of tools still 
is limited. Data-oriented MMSSs have been developed to a 
considerable extent, but knowledge-oriented MMSSs are 
just emerging. Methodologies from AI can help to amplify 
the knowledge component of MMSSs. The progress in many 
areas of AI—for example, reasoning, learning, intelligent 
interfaces, and object-oriented technologies—will enhance 
our capacity to support marketing decision making. We have 
seen applications of AI techniques (e.g., expert systems) in 
the marketing literature, often with the technique playing the 
leading part and the marketing problem as second fiddle 
(Wierenga 1990). However, we should not adapt the mar- 
keting problem to the AI technology, but rather the opposite. 
A much more promising approach is to derive the design 
requirements of the MMSS from the marketing decision sit- 
uation and then look for the methodologies and tools that 
have the functionality to realize that design. With this 
demand and functionality orientation, increasingly we also 
will see integrated MMSSs—that is, systems that contain 
components of both data-oriented and knowledge-oriented 
systems. 

We develop a framework of MPSMs, and we define the 
relationships between MPSMs and the requirements of 
MMSSs. This produces a new, demand-oriented perspective 
for the further development of MMSSs. We hope that the 
concepts, ideas, and frameworks developed here will stimu- 
late further research into the integration of MPSMs and 
MMSSs. 


——————————————— 
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Interactive Home Shopping: 
Consumer, Retailer, and 
Manufacturer Incentives to 
Participate in Electronic 
Marketplaces 


The authors examine the implications of electronic shopping for consumers, retailers, and manufacturers. They 
assume that near-term technological developments will offer consumers unparalleled opportunities to locate and 
compare product offerings. They examine these advantages as a function of typical consumer goals and the types 
of products and services being sought and offer conclusions regarding consumer incentives and disincentives to 
purchase through interactive home shopping vis-à-vis traditional retail formats. The authors discuss implications for 
industry structure as they pertain to competition among retailers, competition among manufacturers, and 


retailer-manufacturer relationships. 


forces has made possible a new and revolutionary 
distribution channel known generically as interactive 
home shopping (IHS). Although only in its infancy, IHS has 
the potential to change fundamentally the manner in which 
people shop as well as the structure of the consumer goods 
and retail industries. Projections about the diffusion of IHS 
are sometimes breathtaking: Forecasts of IHS sales range 
from $5 billion to $300 billion by the year 2000 (Reda 1995; 
Wilensky 1995). In contrast to such projections, current 
sales are barely perceptible. Internet sales in 1996 were esti- 
mated at $500 million—less than 196 of all nonstore shop- 
ping (Schiesel 1997). Combining Internet, other online ser- 
vices, television home shopping, CD-ROM catalogs, and 
conventional catalogs, all nonstore retailing combined 
accounts for only 596 to 1096 of all retail sales, with little 
growth in recent years. Therefore, IHS will need to offer 
benefits superior to current nonstore channels in order to 
realize the more ambitious sales forecasts that have been set 
for it. 
Our goal is to examine the effects of consumer, retailer, 
and manufacturer behavior on the diffusion of IHS and the 
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impact this new retail format could have on the retail indus- 
try. In the first half we analyze the demand-side issues, 
examining what IHS offers consumers that could motivate 
them to alter their present shopping behavior. In the second 
half we examine the impact of this new channel on industry 
structure and the competitive positioning of individual 
firms. 


Interactive Home Shopping Defined 


In defining IHS, we conceptualize interactivity as a contin- 
uous construct capturing the quality of two-way communi- 
cation between two parties. (For an elaborated treatment of 
interactivity in the context of electronic media, see Hoffman 
and Novak 1996.) In the case of IHS, the parties are the 
buyer and seller. The two dimensions of interactivity are 
response time and response contingency. Because IHS 
involves electronic communication, the response can be 
immediate—similar to the response time in face-to-face 
communications. Response contingency is the degree to 
which the response by one party is a function of the response 
made by the other party. We use the term home merely to 
indicate that the customer can engage in this interaction in a 
location other than a store. Figure 1 illustrates a somewhat 
futuristic form of IHS. 

The scenario portrayed in Figure 1 is highly interactive. 
Judy, the consumer, using an electronic shopper, BOB, can 
specify the type of merchandise sought and then screen the 
located alternatives to develop a smaller set of options that 
she can view in detail. The interaction requires the parties to 
query each other's databases. In contrast, this level of inter- 
activity and selection is not available from current Internet 
retail sites, which function as an unwieldy collection of elec- 
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FIGURE 1 
illustration of IHS 





Judy Jamison sits in front of her home electronic center 

reviewing her engagement calendar displayed on her televi- 

sion screen. She sees that she has accepted an Invitation to 

a formal cocktail party on Friday night and she decides to buy 

a new dress for the occasion. She switches to her personal 

electronic shopper, BOB, and initiates the following 

exchange: 

BOB: Do you wish to browse, go to a specific store, or 
buy a specific item? 

Judy: Specific item 

BOB: Type of item? 

Judy: Black dress 

BOB: Occasion? (menu appears on screen) 

Judy: Formal cocktail party 

BOB: Price range? (menu appears) 

Judy: $300-$500 

BOB: 497 items have been identified. How many do you 
want to review? 

Judy: Just 5 

[Five pictures of Judy in each dress appear on the screen 

with the price, brand name, and the IHS retailer selling it 

listed beneath each one. Judy clicks on one of the dresses 

and it is enlarged on the screen. Another click and Judy 

views the dress from different angles. Another click and 

specifications such as fabric and laundering instructions 

appear. Judy repeats this routine with each dress. She 

selects the one she finds most appealing. BOB knows her 

measurements and picks the size that fits her best.] 

BOB: How would you like to pay for this? (menu 
appears) 

Judy: American Express 

BOB: Nieman Marcus [the firm selling the dress Judy 
selected] suggests a Xie scarf and Koslow belt to 
complement this dress. 

[Judy clicks on the items and they appear on the screen. 

Judy inspects these items as she inspected the dresses. She 

decides to purchase both accessories. BOB then asks Judy 

about delivery. Judy selects two-day delivery at a cost of 

$5.00.] 

BOB: Just a reminder. You have not purchased hosiery 
in 30 days. Do you wish to reorder at this time? 


Judy: Yes 
BOB: Same shades? 
Judy: Yes 





tronic catalogs (Rigdon 1996). Consumers cannot search 
quickly and easily for specific items of merchandise, nor can 
they screen and compare merchandise on the basis of their 
idiosyncratic desires. Individual retailers provide road maps 
to facilitate search within their sites but avoid formats that 
would satisfy consumers' comprehensive needs. However, 
capabilities such as those described in Figure 1—ајопр with 
the design and production of customized clothing—soon 
could become available to consumers (Cortese 1996; Hill 
1995; Maes 1995; Negroponte 1995). 

The scenario illustrates the following critical attributes 
affecting the adoption of IHS: 


*faithful reproduction of descnptive and experiential product 
information, 

*a greatly expanded universe of offerings relative to what can 
be accessed now through local or catalog shopping, 


*an efficient means of screening the offerings to find the most 
appealing options for more detailed consideration, 
*unimpeded search across stores and brands, and 

*memory for past selections, which simplifies information 
search and purchase decisions. 


Our scenario implies that the consumer owns the intelli- 
gent search agent BOB, which might be a software package 
bought by Judy and parameterized to fit her needs on the 
basis of data she provides. However, other search engines 
also might be owned and controlled by the retailer (e.g., 
http://www.landsend.com) or an independent third party, as 
in Continuum Software's “Fido the Shopping Doggie” 
(http://www.shopfido.com) or Anderson Consulting’s Bar- 
gain-Finder (http://bf.cstar.ac.com/bf). The consumer might 
enter a site to be interrogated by the retailer's search engine. 
Finally, the search engine might be operated by a third-party 
expert in a product category, as in BusinessWeek's Maven 
agent for finding personal computers (http://www.maven. 
businessweek.com). The consumer might pay a service 
charge to use the site, or retailers might pay to have their 
information available at the site. 

We assume that all of these types of search agents will 
exist but will have different mixes of information desired by 
the other parties. However, consumers must have access to 
vendors' databases if the scenario portrayed in Figure 1 is to 
become reality. In the current transitional period, product 
search often is dictated by the vendor. Moreover, global 
search across vendors can be thwarted by actions taken by 
individual vendors. In the end, technological and market 
forces will determine the extent to which consumers can 
Bain access to the information they desire. In the latter half 
of this article we consider vendors' incentives to inhibit 
information exchange and their likelihood of success. First, 
however, we consider the critical attributes affecting con- 
sumers' incentives to adopt IHS. 


The Demand Side: Consumers 
and IHS 
Consumer Trade-offs 


Similar to any innovation, IHS will need to match or exceed 
the utility provided by traditional formats to succeed. In 
Table 1 we compare six retail formats in terms of benefits 
and costs to the consumer. The three in-store formats are a 
prototypical convenience-goods store (supermarket), a spe- 
cialty-goods store (department store), and a shopping-goods 
store (category specialist) (cf. Copeland 1923); the nonstore 
formats are the traditional catalog, the present Internet offer- 
ing, and the IHS format described in Figure 1. Although the 
scenario in Figure 1 is intriguing, department and specialty 
stores afford buyers the opportunity to touch and feel mer- 
chandise and obtain information from sales associates. “Cat- 
egory killers" such as Best Buy and Office Depot offer com- 
parisons across a wide array of alternatives in a specific mer- 
chandise category. Also, all in-store formats allow immedi- 
ate delivery. 

It is important to clarify our orientation and assumptions 
before discussing the relative merits of these retail formats 
in detail. First, our analysis assumes that technology has 
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TABLE 1 
Dimensions Affecting Relative Attractiveness to Consumers of Alternative Retail Formats 


; Department 
Dimension Supermarket Store 
Providing Alternatives for Consideration 
Number of Categories Medium Medium 
. Alternatives per Category Medium Low 


Screening Alternatives to Form Consideration Set 


Selecting Consideration Set Medium High 


Providing Information for Selecting from Consideration Set 


Quantity Medium Medium 
Quality High High 
Comparing Alternatives Medium Medium 
Ordering and Fulfillment: Transaction Costs 

Delivery Time immediate Immediate 


Supplier Delivery Cost Low Low 


Customer Transaction Cost High High 
Supplier Facility Costs High High 
Locations for Placing Orders Few Few 
Other Benefits 

Entertainment Low High 
Social Interaction Medium High 
Personal Security Low Low 


developed to the point in which a highly evolved [HS sys- 
tem is readily available to a significant number of house- 
holds. Therefore, as characterized in Table 1, IHS enables 
consumers to access merchandise unavailable in their local 
markets, gather veridical information about merchandise at 
a low cost, efficiently screen the offerings of a broad cross- 
section of suppliers by avoiding unwanted alternatives and 
unimportant features, and easily locate the lowest prices at 
which a specific item is offered. As we discuss in the fol- 
lowing sections, IHS retailers currently enjoy considerable 
latitude in designing their offerings to exploit or subvert 
such activities. . 

Second, the values used to describe a format are illustra- 
tive. It is not our intention to argue the specifics, which can 
vary across retailers within a given format (e.g., across those 
selling products that can rather than cannot be digitized, 
those emphasizing depth rather than breadth of selection). 
Our assessment of performance of the six retail formats is 
based on the well-developed retail industry structure in the 
urban and suburban United States. In less developed retail 
environments, nonstore formats could be much more attrac- 
tive (Quelch and Klein 1996). 

Table 1 illustrates three main points: 


*For a given product category, a comparison of traditional 
retail formats (e.g., department stores, category specialists, 
catalogs selling clothing or consumer electronics) makes 
apparent the basis for competition. The benefits provided by 
different formats influence the types of merchandise that can 
be sold successfully; product, situation, and consumer charac- 
teristics affect the relative weights of these benefits when con- 
sumers select a format (Day, Shocker, and Srivastava 1979; 
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Current 
Category Internet IHS 
Specialist Catalog Retaller Format 
Low Low Low Low or High 
Medium Medium Low High 
Medium Low Low High 
Medium Medium Medium High 
High Medium Low Low or High 
High Low Low Depends on 
Supplier 
Immediate Days Days Days 
Low High High High 
High Low High Low 
High Low Low Low 
Few Everywhere Many Many 
Medium Low Low Medium 
Medium Low Low Low 
Low High High High 


Dickson 1982). For example, most apparel is sold in depart- 
ment and specialty stores because these outlets offer the ser- 
vice and accessories sought by customers buying clothing. In 

- contrast, apparel sales make up a smaller percentage of total 
sales at discounters. Catalog apparel sales skew toward unfit- 
ted clothing items. Catalogs are especially attractive for occa- 
sions where the purchaser cannot achieve a superior fit by vis- 
iting a store (as when buying a gift for a relative in a distant 
city). 

*Catalogs dominate current Internet retailers. It is therefore 
unsurprising that there are so few examples to date of busi- 
nesses making significant revenues by selling merchandise on 
the Internet. 

*The IHS format differs from current Internet retailers primar- 
ily by providing more alternatives for consideration, the abil- 
ity to screen alternatives to form consideration sets, and infor- 
mation to facilitate selection from the consideration set. 


We expect changes in the benefits relating to consumer 
information acquisition to drive any change from the cur- 
rent, nearly nonexistent penetration of Internet retailing to 
the more optimistic sales projections for IHS. Consequently, 
we focus our analysis on the dimensions in the first three 
sections of Table 1, which bear on the cost of information 
search, rather than on those in the bottom half of the table. 

Retailers and retail formats compete in the types of 
information they convey effectively to customers. Just as in 
Erlich and Fisher’s (1982) analysis of “derived demand for 
advertising,” we analyze “derived demand for retailer infor- 
mation about products.” Erlich and Fisher note that infor- 
mation reduces the wedge between the market price 
received by the seller and the "full price" paid by the buyer. 


The wedge between market price and full price includes the 
costs of obtaining information about products and of dissat- 
isfaction from disappointing purchases. Consumers demand 
information that reduces this wedge. Such information alter- 
natively can be derived from their own prior knowledge, 
advertising, or “other selling efforts"— notably information 
from retailers. 

Although we focus on retail competition through infor- 
mation, we recognize that retail formats differ on many fac- 
tors, such as entertainment and personal safety, that con- 
tribute to the utility consumers obtain from the “total shop- 
ping experience” (cf. Tauber 1972) and that transaction 
costs related to ordering and fulfillment are an important 
basis for competitive advantage. For example, Verity and 
Hof (1994) suggest that it could be 25% less costly to 
engage in direct marketing with electronic channels. 
Although consultants and the popular press widely draw 
similar conclusions, we regard this as an open question. On 
the one hand, the IHS retailer is not burdened with the cost 
of locally convenient stores. On the other hand, the IHS 
retailer faces the cost of delivering merchandise in small 
quantities to individual consumers. It is premature to assess 
the relative efficiencies. Using catalogs and electronic gro- 
сегу shopping (e.g., Peapod [Donegan 1996]) as guides, 
however, it is not clear that consumers will enjoy large mon- 
etary cost savings by using IHS. 

However, here, we focus on the informational effects of 
electronic commerce as they pertain to retailer-consumer 
interaction. Excellent discussions of enhanced consumer-to- 
consumer interaction and the implications for marketing are 
available elsewhere (Armstrong and Hagel 1996; Hoffman 
and Novak 1996). 


Providing Alternatives for Consideration 


A significant benefit of IHS compared with other retail for- 
mats is the vast number of alternatives that become available 
to consumers. Through IHS, a person living in Florida can 
shop at Harrod’s in London in less time than it takes to visit 
the local Burdines department store. 

Economic search theory implies that if there are N alter- 
native brands or sellers available in a market, and the con- 
sumer considers only a subset n « N, the utility of the cho- 
sen (best) alternative from the subset increases with n 
(Hauser and Wernerfelt 1990; Ratchford 1980; Stigler 
1961). However, in terms of the benefits of search, there are 
strong diminishing returns. As additional alternatives are 
examined, the potential increase in benefits offered by the 
next alternative is small. Inasmuch as the cost of searching 
for and evaluating new alternatives continues to increase, a 
point is reached at which the expected cost of considering 
additional alternatives is greater than the potential increase 
in benefits. At this point, the consumer terminates search for 
additional alternatives. Research also indicates that con- 
sumers reach this point quickly: Consumers rarely visit 
more than one or two outlets when they are buying expen- 
sive consumer durables (e.g., Newman and Staelin 1972; 
Wilkie and Dickson 1985). 

Because IHS search costs are low and decline with expe- 
rience using the interface, simply providing consumers an 


opportunity to consider a thousand alternatives versus ten 
alternatives could be enough to switch some of them from 
in-store shopping to IHS. However, other consumers could 
find it too tedious and stressful to look through information 
on hundreds of products identified for consideration, unless 
there is reason to expect that the added alternatives are 5у5- 
tematically different from the first ones considered, with а 
different distribution of utilities. Consequently, the mere 
capability of IHS to increase the universe of potential 
options is not a major reason for its adoption. 


Screening Alternatives to Form Consideration Sets 


The attractiveness of the opportunity to inspect an expanded 
number of alternatives is dependent in part on the con- 
sumer's ability to sort efficiently through a potentially 
daunting amount of information. A particular advantage of 
IHS over alternative formats is that consumers can screen 
information so that they can focus on alternatives that match 
their preferences. 

In most product categories, consumers have prior beliefs 
and preferences about alternatives (Hauser and Wernerfelt 
1990; Ratchford 1982; Roberts and Lattin 1991; Simonson, 
Huber, and Payne 1988). Consumers use this information to 
make purchase decisions more efficiently by forming a 
small consideration set and then evaluating alternatives 
within this subset in more detail. The savings in search costs 
involved in using this two-step process often overwhelms 
the potential opportunity cost of overlooking the "best" 
alternative that would have been uncovered by carefully 
inspecting the entire universe of alternatives. 

Interactive home shopping enables the formation of con- 
sideration sets that include only those few alternatives best 
suited to a consumer's personal tastes. This screening can be 
done almost instantaneously using electronic agents that use 
information about an individual consumer's specific prefer- 
ences and the alternatives available (Maes 1994). In Figure 
1, for example, BOB located 497 "suitable" black dresses 
from a potentially much larger universe and rank-ordered 
these dresses on the basis of criteria (black/for- 
mal/$300-$500) supplied by Judy. An additional screening 
phase that is based on criteria derived from prior interactions 
and stored in the agent's memory (such as the style she 
prefers and her trade-offs between price and quality) might 
reduce the set dramatically. The remaining alternatives then 
could be searched in more detail to choose the "best" of this 
reduced set. If the screening criteria are highly correlated 
with Judy's full utility function, Judy can be reasonably con- 
fident that the alternative chosen after screening has utility 
close to that associated with the choice she would have 
made if she had inspected all 497 alternatives exhaustively 
(Feinberg and Huber 1996). 

Others have noted that consumers often rely on memory 
for the generation of alternatives for consideration (Alba and 
Chattopadhyay 1985; Hutchinson, Raman, and Mantrala 
1994; Kardes et al. 1993; Nedungadi 1990). In such cases, 
memory plays a screening function that is often only imper- 
fectly correlated with the consumer's utilities. An efficient 
and dispassionate search agent should produce appropriate 
brands that otherwise would not have been considered, 
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implicitly replacing memory with explicit product criteria 
for screening the universe of available options to a manage- 
able consideration set. 

Note that both BOB and retail store buyers have access 
to the same universe of merchandise and screen that uni- 
verse to offer a subset intended to appeal to end consumers. 
However, the assortments offered by store-based retailers 
are developed for market segments with significant within- 
segment heterogeneity. Store customers are required to 
expend resources to form smaller consideration sets tailored 
to their needs. Consumers could find that the set provided by 
the retailer is insufficient and opt to visit another store. 

Interactive home shopping has the potential to tailor 
consideration sets from a much broader set of alternatives 
for specific individual consumers. The usefulness of these 
customized approaches will depend on the consumer effort 
necessary to calibrate the screening mechanism and the 
accuracy with which the mechanism correlates with the con- 
sumer's full utility function for meaningful alternatives. The 
lower bound on effort to calibrate screening criteria comes 
from the use of past purchase history—as in the Peapod gro- 
cery shopping service, which keeps lists of regularly pur- 
chased items for automatic rebuy. At the other extreme, the 
screening criteria in many current Internet retailing sites are 
cumbersome in requiring the consumer to enter many 
responses to calibrate the function (e.g., Money Magazine's 
Best Places to Live site on Pathfinder.com, Firefly at 
http://www.agents-inc.com for music and films). 

Some search agents require less data input from the con- 
sumer but at a cost of including only a few criteria that col- 
lectively explain a relatively small percentage of variance in 
a сопзштег 5 overall preferences. A good example is the use 
of a standard Internet search engine like Alta Vista to shop 
for Advanced Photo System cameras. Others strike a better 
balance in asking for a compact set of preferences highly 
related to a person’s tastes but only allow search of a limited 
set of alternatives (e.g., Dell’s computer site http://dell.com 
for computers, RackesDirect women’s clothing site at 
http://www.rackes.com/rackes.html, Fido the Shopping 
Doggie service for shopping in a broad cross-section of cat- 
egories). Therefore, screening criteria can be established in 
different ways. In the BOB example, Judy explicitly stated 
her criteria when initiating the search. In the Internet sites 
mentioned previously, screening criteria are limited to a 
small set specified by the retailer. 


Providing Information to Evaluate Alternatives in 
the Consideration Set 


One of the primary benefits offered by traditional retailers is 
information that enables consumers to predict how satisfied 
they would be if they purchased various offerings. The 
degree to which this information is useful to consumers 
depends on the nature of the information provided and its 
reliability. Consumers should seek out formats that enable 
them to make selections that maximize consumption utility 
net of price and search costs (Ehrlich and Fisher 1982), even 
if competing retail formats offer identical merchandise 
(Hauser, Urban, and Weinberg 1993). 
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Quantity of information. Retail formats differ in the 
sheer amount of information provided about the merchan- 
dise they offer. For example, Lands' End not only provides 
faithful visual information but often gives great detail about 
the construction process, stitching, and materials. Other cat- 
alogs provide only a few specifications per item, such as 
price, weight, and brand or model. More information could 
increase ability to predict consumption utility but add to pro- 
cessing costs. 

Store-based retailers also differ in the information they 
make available to consumers. Specialty and department 
stores often provide trained and knowledgeable sales associ- 
ates, whereas discounters do not. Consequently, the effective 
"database" of attributes available to consumers is much 
greater at specialty and department stores than it is at dis- 
counters and catalogers. Store-based retailers have an addi- 
tional characteristic that radically increases the usefulness of 
the information available to consumers, that is, interactivity. 
Interaction between a customer and sales associate enables 
store-based retailers to provide information about the attrib- 
utes that matter to the customer. Such selectivity gives con- 
sumers all the advantages of a large database without the 
large information processing costs. Perhaps for this reason, 
post-purchase reports from buyers of major durables indi- 
cate that the salesperson was the most useful information 
source consulted, outstripping Consumer Reports, advertis- 
ing, and friends (Wilkie and Dickson 1985). 

Conversely, catalogers, discounters, and present Internet 
retailers are forced to make decisions about which attributes 
to promote on the basis of what is most desired by the mar- 
ket as a whole or by relatively crude segments of the market. 
However, consumers differ in their needs and therefore in 
the information that will be of interest to them. Conse- 
quently, the information provided by catalogers and dis- 
counters will be less valuable because it is not tailored to 
idiosyncratic desires. 

Interactive home shopping should prove superior even 
to specialty and department store retailers in terms of the 
sheer quantity of attribute information it can provide about 
each stock-keeping unit. Аз a result of the interactivity of 
IHS, retailers need not fear that the provision of informa- 
tion about an attribute that matters only to a few will 
impose search costs on the majority. In this respect, IHS 
resembles department and specialty stores. However, 
because attribute information is available consistently 
from a central database, IHS effectively becomes a "super 
sales associate" (i.e., one that never gets sick, is not 
moody, learns quickly, and never forgets). In contrast, 
store-based retailers have a difficult time retaining knowl- 
edgeable sales associates, and in many cases it is not cost- 
effective for them to do so. It should cost far less to add 
information to an IHS database than to attempt to dissem- 
inate the same information to sales associates through con- 
ventional training. 


Quality of attribute information. information econo- 
mists often distinguish among search, experience, and cre- 
dence goods (Darby and Karni 1973), typically in terms of 
consumers' ability to know quality before and after buying. 
In economic parlance, search goods are those whose quality 


and value to the consumer can be assessed easily prior to 
purchase. The quality of experience goods is difficult to 
assess prior to purchase and usage; however, because qual- 
ity can be assessed accurately after one use, the consumer 
knows quality when an opportunity arises to repurchase the 
same brand. For credence goods, quality cannot be known 
even after repeated purchase and use. 

À tempting conclusion that is based on this trichotomy 
is that merchandise now selected in store environments pri- 
marily on the basis of search and credence attributes is most 
amenable to electronic retailing (because direct experience 
is not required), whereas merchandise purchased on the 
basis of experience attributes will be purchased in stores. By 
similar reasoning, IHS and catalogs should be more suc- 
cessful with merchandise dominated by visual attributes and 
should fare less well when touch, taste, and smell are impor- 
tant for evaluating quality. The latter senses require direct 
experience consuming or sampling the product (Anderson 
1995). 

However, these conclusions fail to consider the key issue 
regarding the quality of information. The quality or useful- 
ness of information is determined by the degree to which 
consumers (or their agents) can use the information obtained 
prior to purchase to predict their satisfaction from subse- 
quent consumption, which in turn depends intimately on 
consumers' inference rules (Alba and Hutchinson 1987; 
Broniarczyk and Alba 1994) and consumers' confidence in 
the reliability of these rules (Wright and Lynch 1995). In the 
analysis that follows, we adopt Wright and Lynch's (1995) 
reinterpretation of the search/experience/credence distinc- 
tion in terms of consumer inferences. Specifically, for expe- 
rience and credence (but not search) goods, there is at first a 
low subjective correlation between product attributes 
observable prior to purchase and benefits at the time of con- 
sumption. For experience goods, brand names enable highly 
reliable inferences about consumption benefits after one 
purchase and use. This is not true for credence goods, pre- 
sumably because feedback from the first use takes a long 
time to materialize and is not predictive of consumption util- 
ity if the same brand were to be repurchased. 

In addition, though information economists initially 
spoke of search, experience, and credence "goods," it is 
now clear that all goods have some combination of search, 
experience, and credence attributes. À search good is sim- 
ply one for which the consumption benefits most important 
to consumers are predicted reliably by attribute information 
available to them before buying. This reasoning implies 
that the same product can be a search, experience, or cre- 
dence good, depending on the benefits that are important to 
consumers and the inferences consumers make about how 
well those benefits are predicted by information available 
prior to purchase. 

These observations have important implications in the 
present context because retail formats differ greatly in their 
capability to provide information about attributes linked to 
consumption benefits. Consequently, attributes that are 
search attributes in one format might be experience attrib- 
utes in another—and this dictates patterns of competition 
among retailers over time. For example, if the key attributes 
of ice cream relate to experienced flavor, Ben & Jerry's 


Cherry Garcia might be a search good at a Ben & Jerry's 
store, which allows a consumer to taste the ice cream prior 
to purchase. It would be an experience good at first if a per- 
son were buying at a supermarket that sells ice cream only 
in cartons and does not allow tasting prior to purchase. Con- 
sequently, the Ben & Jerry's store initially would have an 
informational advantage over the supermarket. However, 
when the consumer learns that Cherry Garcia on the carton 
label reliably predicts experienced flavor, the supermarket 
no longer would be at a disadvantage. Similar dynamics 
explain why mail order computer giants Dell and Gateway 
have a customer mix dominated by experienced users (Tem- 
plin 1996). 

Similar principles govern the relative advantage or dis- 
advantage of store-based retailers relative to nonstore retail- 
ers that sell through catalogs or IHS. For example, critical 
information in the purchase of apparel might include search 
attributes such as color and style—which ostensibly can be 
assessed accurately in a department store or catalog—as 
well as experiential attributes such as fit, which can be 
searched readily before purchase only in the department 
store. However, when buying the item through nonstore out- 
lets, the ability to assess color depends on consumers’ infer- 
ences about the faithfulness of photographic reproduction 
and piece-to-piece variation in dyeing. Also, fit might seem 
unpredictable unless the nonstore retailer has consistent siz- 
ing and the consumer has learned over time to infer what fit 
is implied by a particular brand and size. 

These examples illustrate three important points: First, 
consumers make inferences about product attractiveness on 
the basis of information provided by retailers, and retail for- 
mats compete on the information they provide as cues for 
these inferences; second, different consumers possess dif- 
ferent rules, and this affects the extent to which the infor- 
mation provided by any particular format leads to competi- 
tive advantage; and third, the cues that are deemed to pro- 
vide a reliable basis for inference are likely to change with 
experience with the brand. The following issues further 
emphasize the need to consider predictability of satisfaction 
rather than a simple classification of suitability of "goods" 
to IHS that is based on the traditional search/experience/cre- 
dence distinction: 


І. The (in)adequacy of searchable experiential information. In 
certain purchase situations, information for some products 
with important experiential attributes cannot be gathered 
prior to consumption. In such cases, in-store shopping offers 
little advantage over IHS. For example, flowers and wine are 
consummate sensory products. However, consumers who 
send flower arrangements via FTD must base their decisions 
on pictures in the florist's shop, and purchasers of wine fre- 
quently must rely on labels or advice from a retail sales 
associate. Therefore, some products possessing important 
experience attributes could be no less amenable to IHS than 
to traditional shopping. In yet other cases, experiential 
attribute information could be conveyed more effectively 
electronically than in-store. For example, the electronic 
bookseller Amazon (http://www.amazon.com) has space for 
customers to post their own reviews of books, with positive 
word of mouth clearly influencing sales. 

Consistency and predictability. The ability to predict satis- 
faction from observable attributes is not inherent in the spe- 


Би 


interactive Home Shopping / 43 


cific consumption benefits driving satisfaction, nor 1s it 
inherent in the retail format. Actions by retailers and manu- 
facturers can increase consumers' ability to predict post-pur- 
chase satisfaction from attributes observable before pur- 
chase. Consider the case of running shoes purchased by a 
consumer who cares about comfort and protection from 
injury. We might expect that these features could be assessed 
better when buying from a store, such as Athletic Attic, than 
from a cataloger. Road Runner Sports, however, provides 
information for each shoe in its catalog, making it easy to 
assess suitability for underpronators and overpronators, and 
customers can submit their old shoes for a custom analysis 
and suggestions for suitable replacements. 

Manufacturers’ actions also influence the customer's 
ability to predict consumption satisfaction from pre-pur- 
chase information. If manufacturers become more consis- 
tent in the characteristics they build into differing models in 
their product lines, consumers’ ability to predict satisfaction 
will nse accordingly. Comfort and sizing are important 
attributes of running shoes that require direct experience 
with the product. However, when a particular brand is con- 
sistent in the height of its arch support and the roominess of 
its toe box, the predictability of comfort and size is 
enhanced. In essence, brand name converts experience 
attributes to search attributes that can be effectively commu- 
nicated verbally or visually (see Agins 1994) 

3. Other determinants of satisfaction. Satisfaction is deter- 
mined by more than the consumption experience with the 
product; it also is affected by the belief that one has exhaus- 
tively searched the set of acceptable alternatives such that 
there is no regret regarding a missed opportunity (Gilovich 
and Medvec 1995). Interactive home shopping provides the 
potential for a more extensive search than that which con- 
sumers could accomplish in a store. 

These considerations imply that consumer adoption 
depends on more than the (retail format-independent) 
importance of search, experience, and credence attributes to 
the consumer. 


Comparison of alternatives. Retail formats differ in the 
extent to which they facilitate the comparison of alterna- 
tives in the consideration set. For example, most in-store 
retailers stock alternative colors, styles, and brands in each 
product category. Ап appealing characteristic of category 
specialists such as Circuit City and Office Depot is the 
breadth of selection and customers' ability to make side-by- 
side comparisons of brands. Similarly, consumers shopping 
for apparel can compare the fit of different alternatives. 
Current Internet retailers do not offer this opportunity. In 
addition, current IHS retailers are selective in the informa- 
tion presented, whereas in-store retailers allow the con- 
sumer to control the basis for comparison of alternatives. 

Research shows that consumers acquire and process 
information in ways made easiest by the constraints of the 
information format (Bettman and Kakkar 1977). However, 
consumers prefer formats that promote maximum flexibility 
to engage in either attribute- or alternative-based processing 
(Bettman and Zins 1979). This preference for flexibility to 
engage in attribute-based processing should be stronger for 
novices in a product class than for experts (Bettman and 
Park 1980); experts know what levels of an attribute are 
attractive without having to rely on relative information to 
make that assessment (Mitchell and Dacin 1996). 

It is argued that effort looms large when decision mak- 
ers consider the effort-accuracy trade-off required in any 
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given decision task—so much so that decision makers could 
focus more on effort reduction than on accuracy maximiza- 
tion (for a discussion, see Todd and Benbasat 1994). In this 
context, the advantages of IHS are apparent. The initial (and 
effortful) decision phase involving attribute-based, side-by- 
side comparisons will be compressed if an efficient screen- 
ing mechanism is available. This should inspire consumers 
to learn and use more information in the course of decision 
making (cf. Kardes and Kalyanaraman 1992; Russo 1977). 
In addition, the transformation of the decision from a mem- 
ory-based to a stimulus-based choice should enhance the 
precision of the decision process and therefore the optimal- 
ity of the ultimate decision (see Alba, Marmorstein, and 
Chattapadhyay 1992; Biehal and Chakravarti 1983; Lynch, 
Marmorstein, and Weigold 1988). 

The combination of IHS search, screen, and comparison 
features also should prompt consumers to make their deci- 
sions more rapidly (cf. Greenleaf and' Lehmann 1995). 
Research shows that the addition of attractive alternatives to 
a choice set could prompt consumers to delay their choice 
(Tversky and Shafir 1992), perhaps because of the perceived 
possibility that even more attractive options have yet to be 
inspected (Karni and Schwarz 1977). Insofar as search and 
comparison minimize the possibility of regret over choosing 
a suboptimal product, both decision speed and satisfaction 
with the decision process should increase. 

A caveat is appropriate at this point. Most aspects of an 
efficient search engine point to improved decision quality. 
However, it has been noted recently that though some deci- 
sion aids could improve decision making, abuse is possible 
(Todd and Benbasat 1994). In particular, Widing and 
Talarzyk (1993) show that the decision aid most likely to be 
a part of an electronic search agent (i.e., a cutoff rule that 
enables formation of a consideration set containing only 
those alternatives that pass consumer-specified attribute cut- 
offs) can lead to suboptimal decisions in efficient choice 
sets. In addition, a separate stream of research shows that a 
second likely characteristic of IHS— visually rich presenta- 
tion—can distort the decision process by diverting attention 
to peripheral cues and away from information that is most 
important for the task at hand (Jarvenpaa 1989, 1990; cf. 
Edell and Staelin 1983). 


Summary of Key Consumer Factors Affecting Use 
of the IHS Format 


Many factors will influence a consumer's decision to shop 
electronically versus in-store. We focus on the benefits per- 
taining to the consumer's information acquisition and pro- 
cessing that enable consumers to locate and select merchan- 
dise that satisfies their needs, because the fundamental ben- 
efit of IHS is to lower the cost of information search (Bakos 
1991). In summary, then, the growth of IHS is dependent on 
the following factors: 


-Vast selection: If the format does not allow for quick and com- 

prehensive inspection of an expanded set of options, elec- 
tronic commerce will mimic the shopping experience now 
available through catalogs and achieve a relatively low level 
of penetration. 


*Screening: If consumers cannot screen the large number of 
options made available, the advantages of vast selection will 
be outweighed by the costs of search. 

*Reliability: If consumption benefits are predicted more reli- 
ably from experiential information searchable in stores than 
from surrogate information searchable through IHS and con- 
sumers are unwilling to bear the risk, in-store shopping will 
continue to prosper. 


*Product comparisons: 'To be successful, IHS must allow the 
consumers to tailor the basis for comparison of alternatives in 
order to make the system compatible with the process by 
which consumers prefer to make decisions. Interactive home 
Shopping has the potential to provide superior information 
presentation formats for making these comparisons. 


Without these benefits, IHS will not develop beyond the 
relatively unattractive collection of electronic catalogs rep- 
resenting the present Internet offering. In the next section we 
review the incentives and disincentives for retailers and 
manufacturers to stimulate the development of the IHS 
channel and provide the appropriate information to attract 
consumers. 


The Supply Side: Retailers, 
Manufacturers, and IHS 

For many retailers the most significant threat posed by IHS 
is that profits will be eroded drastically by intensified price 
competition that will ensue as consumers' search costs are 
lowered. Consequently, many retailers are making limited, 
experimental investments in electronic commerce that, iron- 
ically, have none of the characteristics we describe previ- 
ously as necessary for IHS to be preferred to existing for- 
mats. Many firms participate through stand-alone sites (such 
as World Wide Web home pages) that increase the costs of 
conducting cross-store comparisons. When third-party elec- 
tronic search agents such as Bargain Finder 
(http://bf.cstar.ac.com/bf/) are created to compare prices 
charged by different vendors for the same compact disc, 
some retailers deny access. When participating in interactive 
malls, some firms require exclusivity agreements that pro- 
tect them from the kinds of cross-store comparisons that 
would make IHS truly useful to the consumer. 

It is reasonable to assume that firms that have made sub- 
stantial commitments to an existing business format or tech- 
nology will adopt defensive responses to radical change 
(Leonard-Barton 1995). In the case of IHS and other radical 
changes, we argue that these defensive approaches are likely 
to fail in the long run, because the ultimate nature of the IHS 
channel and its appeal to consumers is beyond the control of 
individual firms. Firms might attempt to build walls around 
their offerings that make comparison across retailers and 
manufacturers difficult. However, consumers will prefer 
retailers that freely provide such information and make cross 
shopping easy; therefore, isolationist vendors could be 
bypassed in the search process. Eventually, intelligent 
agents will allow consumers to search across vendors to find 
offerings that possess the set of attributes desired. Attempts 
to limit information will be met with new formats that dis- 
seminate information (Bakos 1991). Therefore, an elec- 
tronic version of Consumer Reports could emerge that 


makes recommendations and informs consumers of where 
to find the best deal. 

In the remaining portion of this article, we discuss that 
nature of competition in an IHS environment, approaches 
that firms can take to build competitive advantage in this 
environment, and some important issues confronting IHS 
retailers and manufacturers. 


The Role of Price and Quality 


To complete a sale, a vendor must be considered by a con- 
sumer and the consumer must fail to consider a superior 
alternative (Nedungadi 1990). Retailers believe that an IHS 
presence can increase the probability of being considered, 
but conditional on the achievement of that goal, IHS can 
have only a negative effect on profits by intensifying price 
competition with other IHS alternatives. Inasmuch as estab- 
lished retailers have less to gain in terms of increasing con- 
sideration probability, it is perhaps unsurprising that few of 
the most aggressive entrants into IHS have a large store- 
based presence. But the conclusion that IHS must lower 
profits through higher price competition does not necessar- 
ily follow. Generally speaking, information that is easy to 
obtain or that can discriminate unambiguously among 
options tends to receive higher weight in the consumer's 
decision process. Price information possesses both proper- 
ties, which suggests that the concerns of retail firms are well 
founded. However, just as in the debate on economic effects 
of advertising (Mitra and Lynch 1996; Rosen 1978), IHS 
also can reduce the cost and increase the discriminating 
power of information regarding merchandise quality. 

А strong parallel can be drawn between the introduction 
of IHS into the present retail environment and the develop- 
ment of discount stores 40 years ago (Sheffet and Scammon 
1985). Discount stores offered consumers an opportunity to 
forgo personalized service in return for lower prices. The 
result was an increase in price competition followed by 
attempts to avoid such competition through fair trade laws. 
Proponents of fair trade laws argued that, without some pro- 
tection for department and specialty stores, discounters 
would drive them out of business; this, it was argued, would 
leave a shopping environment in which price could be dis- 
cerned easily but nuances of quality could not. Conse- 
quently, consumers would become more price sensitive, 
sellers would adjust over time to compete more on price and 
less on quality, and consumers would suffer through the lack 
of interest in providing superior merchandise and service 
quality. Although the advent of discount stores did increase 
price competition in some merchandise categories, many 
consumers shop at retailers, such as Nordstrom, that provide 
superior information and services even though they charge a 
higher price. Such inherent consumer heterogeneity sug- 
gests that no one retail format can dominate all segments. 

The potential impact of IHS on the nature of competition 
in the retail industry should be considered in this context. 
Although consumers shopping through an IHS channel will 
be able to collect price information with little effort, they 
also will be able to review at a low cost quality-related infor- 
mation about most search attributes and some experience 
attributes. For example, an electronic merchant of custom 
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oriental rugs can convey clearly real differences in patterns 
and materials used for construction. Ап electronic grocery 
service such as Peapod can enable customers to sort cereals 
by nutritional content, thus making it easier to use that 
attribute in decision making. Insofar as (1) quality-related 
information is important to consumers and (2) brands within 
a category are differentiated, IHS can lead to less price sen- 
sitivity at the brand level and more sensitivity to search 
attributes associated with quality than does traditional shop- 
ping (cf. Mitra and Lynch 1995). 

This is a critical point for manufacturers that offer dif- 
ferentiated merchandise with superior performance attrib- 
utes. Similarly, retailers that carry unique merchandise 
and/or provide superior information about merchandise 
could face less rather than more price competition. Perhaps 
this is why vendors cooperating with multiple-category 
search agents such as Fido the Shopping Doggie 
(http://www.shopfido.com/Vendors.html) are predominantly 
manufacturers and retailers selling highly unique merchan- 
dise such as arts and crafts, alternative music, hot sauces and 
spices, and gourmet foods and wines. Conversely, manufac- 
turers of “me-too” brands competing on cost can expect 
more intense price competition with the diffusion of IHS, 
and retailers carrying nationally branded merchandise with 
limited service also will face increased price competition. 

Therefore, the introduction of the IHS channel will 
intensify the competitive environment, but this need not 
shift the emphasis from quality to price. By providing more 
information to consumers with minimal search cost, manu- 
facturers and retailers with differentiated offerings will have 
a greater opportunity to educate consumers about the unique 
benefits they offer, and consumers will find it easier to 
access and compare the offerings of firms competing on 
price. 


Developing Competitive Advantage In IHS 


“Location, location, location" is the classic response to the 
question about the three most important factors in retailing. 
The development of IHS certainly reduces the importance 
of location. The successful IHS retailer will need to adopt a 
strategy that seeks competitive advantage in one or more of 
the following areas: (1) distribution efficiency, (2) assort- 
ments of complementary merchandise, (3) collection and 
utilization of customer information, (4) presentation of 
information through electronic formats, and (5) unique 
merchandise. 


Distribution efficiency. Consumers perform a major por- 
tion of the distribution function when purchasing from 
stores. They transport merchandise from stores to their 
homes and bring unsatisfactory merchandise back to the 
store. In an IHS system, these substantial costs of home 
delivery and returns will be fully bome by the seller and 
must be factored into the price. Because these costs are sub- 
stantial, IHS players that can select and package multiple 
items for delivery to individual households will have a com- 
petitive advantage over IHS competitors that lack such 
skills. The importance of this advantage naturally is greater 
when the preparation for shipping constitutes a large frac- 
tion of the overall price of the product. 
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Assortments of complementary merchandise. Тће oppor- 
tunity to make multiple-item sales is important for two rea- 
sons. First, by making multiple-item purchases from an IHS 
supplier, customers reduce the shipping costs, which thereby 
reduces the net price. Second, the IHS retailer is in an ideal 
position to tailor a secondary offering to a customer on the 
basis of the customer's primary purchase objective. We 
might suggest that electronic agents will put together com- 
plementary bundles of products from multiple suppliers. 
However, to accomplish this task, the agents would need to 
possess an extremely broad knowledge base, such as infor- 
mation on what ties and shirts go together and what ingredi- 
ents are needed to make a good Brunswick stew. Even with- 
out the presence of electronic agents, IHS offers retailers an 
opportunity to merchandise their wares in ways not previ- 
ously possible. Traditional merchandising is limited by 
physical constraints. Floor space and shelf space limit the 
number of complements that can be placed in close proxim- 
ity to any given product. However, even the Internet allows 
nearly unlimited cross-referencing through hypertext. Inter- 
active home shopping faces no such problems, and the effi- 
cient IHS merchandiser should realize superior gains in cus- 
tomer retention and cross-selling— goals that аге increas- 
ingly important regardless of distribution channel (e.g., 
Reicheld 1993). The opportunity to cross-sell extends well 
beyond shirts and ties. Diversified vendors that own subunits 
that are only modestly related to each other in terms of the 
consumer goal they serve could realize synergies not possi- 
ble with conventional channels (cf. Benjamin and Wigand 
1995 on “virtual value chains"). 


Collection and utilization of customer information. 
Database marketing is an important capability for IHS 
retailing (cf. Blattberg and Deighton 1991; Peppers and 
Rodgers 1993). Interactive home shopping will increase the 
importance and accelerate the development of database mar- 
keting because more comprehensive customer-specific data 
can be captured. All consumers who shop electronically can 
be identified at the individual level. Moreover, unlike other 
formats, consumer browsing can be tracked. That is, records 
can be constructed not only of what consumers bought, but 
also what they inspected and for how long. 

Interactive home shopping retailers can use these data to 
provide information-based value to the customer by (1) 
using technology to identify and display consideration sets 
most suited to individual consumer tastes and (2) providing 
information about those options that enables consumers to 
predict their satisfaction after purchase. Consumers, in turn, 
are likely to become loyal to an IHS retailer offering this 
service. This loyalty advantage could be sustainable for two 
reasons: First, consumers who experience high satisfaction 
may not defect to competing IHS retailers; and second, as 
consumers patronize a particular IHS retailer more fre- 
quently, more information can be collected. Thus, a cycle is 
created wherein consumer satisfaction provides the opportu- 
nity to learn how to provide greater satisfaction. Consumers 
would incur switching costs and an initial decrease in cus- 
tomer service if they took their business to a competing IHS 
retailer. Insofar as information about the consumer is pro- 
prietary, sustainability ensues. 


Presentation of information. Traditionally, some stores 
have sought differentiation on the basis of atmospherics and 
service. Both still could play a role in IHS, and each will 
require a new technical skill set, as evidenced by the recent 
acquisition of software company Davidson and Associates and 
interactive entertainment company Sierra On-Line by CUC 
International, a leading direct marketer and interactive retailer. 


Unique merchandise. From the retailer's perspective, the 
most straightforward method for increasing differentiation 
and reducing price competition is to sell merchandise that 
cannot be offered elsewhere. Uniqueness traditionally has 
been achieved in several ways: 


*Private labels: IHS retailers can develop their own private- 
label merchandise that they offer exclusively. 

*Branded variants: Alternatively, retailers can work with man- 
ufacturers to provide "branded variants" sold exclusively 
through that retailer (Bergen, Dutta, and Shugan 1996). The 
intent is to provide incentives for retailers to provide better 
service when inter-store (but not inter-brand) competition is 
reduced. (As noted subsequently, however, this method of 
achieving uniqueness could lose some effectiveness in the 
context of IHS.) 

*Offering assortments of complements tailored to customer 
needs: One way for retailers to make their merchandise 
"unique" is by creating bundles of complements that are avail- 
able only separately elsewhere. For example, with each bottle 
of wine offered by Virtual Vineyards (http://www.virtualvin. 
com), customers can get complementary recipes from noted 
Bay-area chefs. Although some of the wines are available else- 
where, Virtual Vineyards allows its customers to anticipate sat- 
isfaction when serving the wine with a particular meal. In 
essence, the wine-recipe bundle rather than the bottle of wine 
becomes the unit of analysis. Interactive home shopping retail- 
ers can use customer information skills noted previously to sug- 
gest bundles that lead to multiple sales and increased customer 
satisfaction—with the side benefit of reducing shipping costs. 


Implications for Firms in the 
Retail Industry 


The success of consumer product manufacturers and retail- 
ers in the IHS environment will be determined by the degree 
to which their strengths and weaknesses match the capabili- 
ties required to build competitive advantage (Aaker 1989). 
In Table 2 we provide such a comparison. In this table, we 
assess each type of firm in terms of the skills previously 
identified as bases for competitive advantage in the IHS 
channel. We consider the likely impact of IHS on their busi- 
nesses and how their businesses are likely to adapt. After- 
ward, we examine the impact of IHS on manufacturers. 


Entry Into IHS by Retallers 


Table 2 leads to some interesting insights when contrasted 
with Table 1. Table 1 suggests that catalog retailers are more 
vulnerable to IHS than are other retail formats. Interactive 
home shopping retailers and catalogers share the same limi- 
tations in terms of delivery timing and providing informa- 
tion about experience attributes; interactive home shopping 
dominates catalogs in terms of the information provided. 
However, Table 2 indicates that catalog retailers are best 
prepared to exploit IHS, inasmuch as they possess order ful- 
fillment systems and database management skills that match 
the requirements of IHS. As an example, Lands' End 
(http://www.landsend.com) has a “Specialty Shopper Ser- 
vice" that coordinates outfits for a whole wardrobe, helps 
the customer find his or her correct size, and keeps a file on 
Sizes, tastes, past purchases, and address and credit card 
numbers. Also, the skills necessary for effective visual pre- 
sentation of information in IHS follow closely the visual 
merchandising skills necessary for catalogs. Catalogers can 
reap efficiencies by listing their products electronically 
rather than in a more expensive print format when penetra- 
tion of IHS justifies the production of electronic assets by 
savings of significant paper and postage costs. 

However, the ability of currently successful catalogers to 
adapt to IHS can be expected to vary sharply, depending on 
the strategy the catalog retailer has used to establish com- 
petitive advantage. For example, Spiegel sells primarily 
branded merchandise, which is susceptible to price compar- 
isons. Catalog retailers that emphasize branded merchandise 
will be particularly vulnerable compared with a retailer such 
as Lands' End, which has developed high-quality, private- 
brand merchandise. 

Interactive home shopping is ideal for retailers, such as 
Nieman-Marcus, Harrod's, Gumps, and Saks, that enjoy 
strong national reputations for high-quality, unique mer- 
chandise, but that have only spotty or regional penetration. 
Such retailers are well positioned to take advantage of the 
market-expanding feature of IHS by attaining an interna- 
tional presence without making significant investments in 
store locations, visual merchandising, and leases (Rennie 
1993). Most of these stores currently possess an effective 
mail-order catalog operation. Interactive home shopping 
also is ideal for niche retailers that appeal to a far-flung cus- 
tomer base (cf. Quelch and Klein 1996; Wernerfelt 1994). 
For example, Hot Hot Hot (http://www.hothothot.com) is a 
specialty store that carries more than 450 brands of hot 
sauce. The Internet gives this firm international exposure 





TABLE 2 
IHS Success Capabilities Possessed by Firms 

Catalog Traditional Category Merchandise 
Skills for Developing Advantage Retailers Stores Specialists Manufacturers 
Distribution Efficiency to Homes High Medium to High Medium Low 
Provision of Complementary Assortments High High Low Medium 
Collection and Use of Customer Information High Medium to High Low Low 
Presentation of Merchandise Information High Medium to High Low Medium 
Ability to Offer Unique Merchandise Medium Medium Low High 
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without significant advertising and only 300 square feet of 
store space (Carlton 1996). 

Conversely, national chains such as Sears have far less 
incentive to participate. These chains possess high levels of 
penetration through their ubiquitous stores. Even among 
national department store chains, there are clear differences 
in incentives to enter IHS. Both Sears and JCPenney have 
saturated the domestic market with stores, but JCPenney is 
also the largest catalog retailer in the United States. This cat- 
alog operation provides the infrastructure for fulfillment and 
visual merchandising that is well suited to IHS. Sears exited 
the “Big Book" catalog business largely because its catalog 
fulfillment operations and technology were antiquated and 
because the cost of rebuilding these systems was prohibi- 
tive. This absence of efficient fulfillment systems for indi- 
vidual orders creates a further disincentive for Sears to 
engage in IHS. 


Adaptation of In-Store Retailers to IHS 


The DEFENDER model (Hauser and Shugan 1983) sug- 
gests that in-store retailers should react to emerging IHS 
retailers by emphasizing attributes of their offering for 
which they have a comparative advantage. Therefore, store- 
based retailers should (1) focus on merchandise that has 
important experiential attributes that are search attributes in 
a store but experience attributes in IHS, (2) capitalize on 
their relative advantage in providing information tailored to 
the needs of specific customers, (3) emphasize the noninfor- 
mational benefits of shopping, (4) complement IHS with 
their in-store business, and (5) place more emphasis on 
unique merchandise. 

Because it is more difficult to provide some experience 
information through IHS, in-store retailers must focus on 
merchandise that possesses characteristics consumers can 
assess veridically only through contact with the merchan- 
dise. For example, bedding and linens come in standard 
sizes and are amenable to IHS; consequently, department 
stores might need to decrease space allocated to this mer- 
chandise and increase floor space devoted to tailored cloth- 
ing. They also might need to increase resources devoted to 
personalized service associated with those items (e.g., alter- 
ations). Similarly, department stores should shift their mer- 
chandise mix to emphasize items for which immediate, low- 
cost access to the merchandise is important. 

To offset the ability of IHS retailers to provide personal- 
ized information at home, in-store retailers should improve 
the personalized information they offer using their sales 
associates or in-store kiosks. For example, Best Buy uses 
kiosks extensively to alleviate physical store constraints and 
provide detailed product information. Media Play uses in- 
store listening stations to enable acoustic sampling of com- 
pact discs prior to purchase. Used-car superstore CarMax 
provides kiosks that allow flexible screening criteria, side- 
by-side viewing of screened options, and the printing of car 
lot location maps for candidate cars—all of which greatly 
reduce search costs inherent in navigating a huge and het- 
erogeneous on-site inventory. 

Because IHS retailers can provide greater informational 
benefits, in-store retailers must emphasize ancillary benefits 
such as entertainment and opportunities to socialize. For 
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many consumers, shopping is an experience that transcends 
product purchase. One method of differentiating a retail out- 
let is to provide benefits that enhance the experience. Tradi- 
tionally, this has involved improvements in ambiance. 
Increasingly, the entertainment value of shopping is being 
emphasized. Incredible Universe, Niketown, and the Mall of 
America are possible harbingers of the future. (For a discus- 
sion of how IHS retailers might respond to these efforts by 
in-store retailers and improve the social experience benefits 
for IHS customers, see Armstrong and Hagel 1996.) 

In-store retailers with an IHS presence can use IHS as a 
source of advertising to presell merchandise and to check its 
availability in local stores. This would enable the customer 
to pick it up or have it delivered from the local store. 

In-store retailers and IHS retailers will need to reduce 
their reliance on nationally branded merchandise to lure 
people into their sites and will need to redouble their efforts 
to develop private label brands. Therefore, the trend seen in 
store-based retailers such as JCPenney—which increasingly 
promotes private-label brands such as Arizona jeans—could 
accelerate. 


Impact on Category Specialists and Discounters 


In light of the consumer analysis in Table 1, category spe- 
cialists appear particularly vulnerable to IHS retailing. 
Aside from the immediacy of delivery, this shopping format 
offers few informational and noninformational benefits. In 
addition, these formats emphasize branded merchandise for 
which price competition will increase with the advent of 
IHS. However, the nature of these outlets varies greatly in 
terms of their operation, merchandise, and relationships 
with suppliers. 

Toys ‘R’ Us enjoys national (and increasingly interna- 
tional) penetration. If Toys ‘R’ Us were to sell electronically, 
it might experience significant cannibalization of its in-store 
sales, making IHS less attractive to it than to an entrepreneur 
entering the toy business through IHS or even to an E. A.O. 
Schwartz, which is smaller and more specialized. 

Circuit City appears to be as vulnerable as Toys ‘R’ Us 
is to competition from IHS retailers. However, the structure 
of the consumer electronics industry is considerably differ- 
ent from the toy industry. The consumer electronics industry 
is dominated by a few suppliers that make most of their 
profits from sophisticated, high-technology products. The 
benefits of these products can be credibly demonstrated only 
in a store environment. To motivate electronics retailers to 
provide this information to consumers, manufacturers 
employ several mechanisms designed to protect specialty 
retailers from price competition from mass merchandisers 
that sell only the low-end and mid-range models that domi- 
nate the market. (For example, co-op advertising offers to 
mass merchandisers can be made contingent on pricing 
cooperation.) Moreover, distribution of high-end products to 
IHS retailers would encourage free riding and reduce in- 
store retailers’ incentive to provide product-differentiating 
information. 

Home Depot is similar to Toys ‘R’ Us in terms of distri- 
bution intensity but is less vulnerable because many of its 
goods demand immediacy, highly tailored advice from 
expert associates, or direct (non-video) inspection of size, 


specifications, or colors. Home Depot also offers a level of 
hand-holding from expert sales associates that cannot be 
duplicated electronically. Moreover, bulky do-it-yourself 
merchandise can be expensive to ship directly to homes. 


Implications for Manufacturers and Retailers 


Disintermediation. The most important structural 
change that could be brought about by IHS is disintermedi- 
ation, wherein manufacturers bypass the retailer and sell 
directly to consumers. Although the IHS channel does offer 
manufacturers an opportunity to deal directly with con- 
sumers (cf. Benjamin and Wigand 1995; Pine, Peppers, and 
Rogers 1995), Table 2 illustrates the limited capabilities of 
most manufacturers to succeed as IHS retailers—which 
suggests that the degree of disintermediation will not be 
significant. 

Manufacturers cannot easily and efficiently duplicate a 
variety of services that retailers perform for both manufac- 
turers and consumers (see Sarkar, Butler, and Steinfield 
1996). The classic functions undertaken by retailers and 
other firms in a distribution channel include breaking bulk 
(converting caseload shipments into individual items); pro- 
viding assortments that permit one-stop shopping; holding 
inventory to make merchandise available when customers 
want it; and providing a variety of transaction features and 
services that include credit, alteration and assembly of mer- 
chandise, attractive display, dressing rooms, personal assis- 
tance in selecting merchandise, repair services, return ser- 
vices, and warranties (Levy and Weitz 1995). Although 
these functions can be provided by manufacturers selling 
directly through IHS, present retailers might be more effi- 
cient at performing these functions. Manufacturers are not 
highly skilled at selling directly to customers. They lack the 
efficient systems to fulfill orders at a household level and 
have limited capability to offer the complementary products 
that increase customer satisfaction and reduce shipping 
costs. Similarly, manufacturers may not be able to deal with 
high return rates encountered in nonstore retailing formats. 

We noted previously that JCPenney's catalog operation 
is the largest in the United States. It is undergirded by an 
extremely efficient and capital-intensive system for accept- 
ing orders, packaging them together, and shipping them to 
customers to be picked up at local stores and catalog distri- 
bution centers. The difficulty and expense of duplicating 
such a system drove Sears from the catalog business; the 
scale economies are high. It seems unlikely that many man- 
ufacturers would find it worthwhile to build such a fulfill- 
ment operation from scratch or to replace retailers in the 
supply chain with outsourcers to handle the functions now 
performed for them by retailers. 

These fulfillment-based disincentives to disintermediate 
will be lower among products for which fulfillment costs 
contribute only a small fraction of the sales price to con- 
sumers. Products such as computer software, branded jew- 
elry, and high-end perfumes fit this description. 

Finally, although manufacturers might be tempted to 
generate incremental sales by adding a direct IHS channel to 
their store-based channels, entry into IHS could alienate the 
stores that now carry their lines. Unless the manufacturer 


believes it would be more profitable to sell directly than 
through stores, it will hesitate to disintermediate for fear of 
alienating those stores that currently carry its lines. 

These considerations implicitly identify those manufac- 
turers that might have an incentive to disintermediate. Man- 
ufacturers possessing extremely strong brand names and the 
ability to produce complementary merchandise might con- 
sider disintermediation. Consider Levi Strauss. Its brand 
names are among the strongest in the apparel industry. Net- 
work externalities are weak for the markets it faces, either 
because it produces complements demanded by consumers 
(e.g., Dockers slacks and shirts) or because, for core prod- 
ucts such as Levi's 501 Blue Jeans, consumers can be 
assured of a match without buying the complementary items 
from the same seller. In contrast, a maker of dress slacks 
such as Savane would have less incentive to consider disin- 
termediation because its brand name has less pull and 
because demand for Savane slacks benefits from significant 
network externalities when sold in department and specialty 
stores carrying other manufacturers' lines. 

The foregoing discussion applies to manufacturers of 
nationally branded merchandise that distribute through 
store-based retailers. Small manufacurers and entrepreneurs, 
conversely, are more prone to disintermediate because their 
alternatives to IHS are less attractive. Small or new firms— 
even those with superior new products—find it difficult to 
obtain shelf space or awareness. For these producers, IHS 
could reduce barriers to entry by making it possible for con- 
sumers to locate them. In this sense, IHS functions just like 
advertising in helping heterogeneous consumer segments 
find products that match their tastes (Rosen 1978). 


Brands and branding. А brand is a search attribute that 
assures consumers of a consistent level of product quality. It 
might be the only attribute available to assess some credence 
goods. Because a brand offered by different outlets can be 
easily compared by IHS shoppers, manufacturers of branded 
merchandise are particularly vulnerable to price competition 
at the retail level; consequently, IHS retailers will find it 
unattractive to sell their merchandise. It is ironic that strong 
brands increase the attractiveness of IHS to consumers by 
providing sufficient information to predict satisfaction with- 
out experiencing the merchandise, but that this same mech- 
anism makes these brands less attractive for retailers to carry 
in the face of IHS. 

In the present retail environment, branded-goods manu- 
facturers employ restricted distribution in a territory, relying 
on location to reduce price competition among retailers and 
ensure retailer cooperation. This mechanism is not feasible 
in the low search cost environment of IHS retailing. There- 
fore, manufacturers of branded merchandise must focus on 
other methods for insulating IHS retailers from price com- 
petition. One method is the production of private-label 
brands for each retailer. Alternatively, the manufacturer can 
produce "branded vanants" of nationally branded products. 
These branded variants might be retailer-specific manufac- 
turer model numbers (e.g., Sony Model MA 3150, which is 
sold only by Service Merchandise). 

Neither of these alternatives will be relished by manu- 
facturers that have developed strong national and interna- 
tional brands. It 15 obvious why such manufacturers would 
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be loathe to find themselves mainly as suppliers of private- 
labe] merchandise. The prospect of employing an expanded 
branded-variant strategy also 1s perilous, albeit in more sub- 
tle ways. Increasing the number of branded variants could 
have the effect of lowering the average attractiveness of the 
manufacturer's offerings. The easy search-and-compare 
aspects of IHS could render transparent the existence of triv- 
ial differences between models, forcing manufacturers to 
create larger differences in their variants to satisfy retailer 
demands of noncomparability across retailers. However, if a 
significant amount of purchasing still occurs in store, the 
manufacturer risks losing sales because the variant carried 
by the store is not the variant desired by the consumer. It 
seems that manufacturers will be driven to produce variants 
that are exclusive to each retailer with which they do busi- 
ness (e.g., "Liz Claiborne for Macy's"). 

The preferred solution for manufacturers is to create a 
level of brand power that ensures cooperation from retailers in 
terms of resale price maintenance and other tactical mandates. 
Manufacturers that hold such power could threaten defectors 
subtly (Barrett 1991). Few brands hold such sway, however, 
and it is likely that even fewer will be able to maintain such 
power with distribution through IHS. Nonetheless, “brand 
building" is another option for manufacturers that fear the lev- 
eling effects of IHS. On the surface this could seem counter- 
intuitive: The threat of IHS to vendors is that its information 
features will speed commoditization and expose parity where 
it exists; parity should decrease the value of the brand. 

Nonetheless, in product classes in which technology 
cannot provide advantage and for firms that cannot win 
technological battles, image building becomes an option. 
For example, in the case of fashion goods, brands can attain 
cachet through a carefully crafted marketing. strategy. 
Plainly, brands will have least influence in nonimage, parity 
product classes. However, parity is not a limiting factor 
when credence attributes are important—and nearly all 
products possess credence attributes (Levitt 1981). For 
example, when quality is difficult to assess, brand name 
serves as a surrogate (see our previous discussion). And, as 
marketers long have known, brands can signal quality or 
other dimensions of differentiation falsely through long- 
term positioning tactics or explicit attempts to frame con- 
sumer decisions (cf. Gardner 1983; Hoch and Deighton 
1989). Therefore, another irony of IHS could be that the 
technology that enables consumers to make more intelligent 
comparisons in some cases can induce manufacturers to take 


actions intended to produce an opposite outcome in other ' 


cases. As with other determinants of IHS success, the impor- 
tance of the brand and the viability of a brand-building strat- 
egy will vary as a function of the product class and firms' 
individual competencies. 


Research Opportunities 


The advent of IHS raises significant questions pertaining to 
consumer behavior and industry structure. Previous research 
focuses on heuristics used by consumers to make choices 
when search and comparison are relatively difficult and 
costly. Such a focus has been appropriate because the envi- 
ronment, often aided by the retailer, tends to discourage con- 
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sumer search (see Hoch and Deighton 1989). In contrast, the 
potential IHS search environment is highly interactive, 
information intensive, and low in cost. In this alternative 
environment, research questions in need of attention include 
the following: 


*What fundamental changes occur in information processing 
as a function of the availablity of electronic search agents? 
With few exceptions (e.g., Widing and Talarzyk 1993), con- 
sumer research fails to examine the heuristics and resulting 
decision quality that are enabled by the search and screening 
operations that constitute the most attractive features of IHS. 
A related question involves the influence of search agents on 
consumer learning. Traditional shopping affords consumers 
the opportunity to learn the distribution of attribute values 
across alternatives; search agents merely produce a set of 
alternatives that satisfy particular criteria. Thus, on some 
dimensions of product knowledge, search agents can produce 
undesirable outcomes. 


*How does the balance of memory-based versus stimulus- 
based processing shift as the search environment changes? 
Some researchers criticize research on consumer choice for 
focusing on stimulus-based paradigms and ignoring important 
memory-based aspects present in nearly all consumer deci- 
sions (Alba, Hutchinson, and Lynch 1991). Our assumptions 
regarding an effective IHS system, conversely, argue in favor 
of greater attention to stimulus-based processing inasmuch as 
electronic search agents will reduce memory constraints sig- 
nificantly. An especially large effect should be observed when 
the optimal choice set includes items from different product 
categories (Ratneshwar and Shocker 1991). Although human 
memory might be bounded by temporarily salient options, 
electronic agents can retrieve all alternatives tagged with the 
consumer's goal or desired benefit (e.g., gift"). 

*Important questions also exist regarding short-term memory 
and perceptual issues. Just as the cognitive implications of 
hypertext are virtually unexplored (Rouet et al. 1996), con- 
sumer researchers must understand how memory constraints 
affect decision making as consumers move from brand listings 
to brand attributes to third-party evaluations to complementary 
product information, and so on. From a vendor's perspective, 
there is an information vacuum regarding optimal display for- 
mat. Insofar as search agents efficiently retrieve requested 
alternatives, impulse purchasing will occur less frequently (cf. 
Park, Iyer, and Smith 1989). Vendors must understand the cog- 
nitive and perceptual rules that can prompt consumers to make 
electronic detours in their search for goods and services. 


*How do the content and presentation of product information 

affect consumers' willingness to make choices without 
directly expenencing the product? Are there ways to create 
"consumption vocabularies" (West, Brown, and Hoch 1996) 
that increase consumers' willingness to infer experential ben- 
efits from descriptive, electronically provided information? 


*How are consumer confidence and satisfaction affected by 
search processes that enable efficient screening? The ability to 
screen products by attribute creates a much more manageable 
information environment but simultaneously allows some 
attractive options to go unnoticed. Do consumers experience a 
greater but illusory sense of confidence in choices made from 
effortfully but incompletely constructed consideration sets? 


*How will consumers react to the collection of detailed infor- 
mation about their needs and purchase behavior by IHS retail- 
ers? The utilization of this information to tailor merchandise 
presentations provides a benefit to consumers, but will con- 
sumers be willing to make this personal data available? What 
can IHS retailers do to assure consumers that personal infor- 
mation will not be misused? 


*What are the true dynamics of price sensitivity in this envi- 
ronment? Although greater amounts of information should 
increase sensitivity among comparable goods and reduce sen- 
sitivity for differentiated goods, empirical research is required 
to understand how this general conclusion is moderated by 
type of good, branding, and the manner in which vendors pre- 
sent information. i 

*How will the nature of the relationships among manufactur- 
ers, retailers, and consumers evolve as a function of technol- 
ogy-based reductions in search costs (cf. Zettelmeyer 1996)? 

*To what extent will vendors be able to control the search envi- 
ronment? In part, technological developments can determine 
the ability of vendors to inhibit search and comparison. At 
present, Internet vendors can prevent entry by search agents. 
However, irrespective of technology, to what extent will mar- 
ket forces determine not only control of entry but also search 
procedures allowed by vendors? 

*We argue that disintermediation will not blossom in the pre- 
sent environment because of the critical functions now per- 


formed by retailers. Looking to the future, how will IHS inter- 
act with developments in distribution and flexible manufac- 
turing to enable manufacturers to mass customize their offer- 
ings and deliver them efficiently to customers? 

*Many traditional retailers will find themselves in multiple 
channels—maintaining their bricks-and-mortar operations 
while also creating an electronic presence. What are the eco- 
nomics of such dual systems and how sustainable are existing 
stores if electronic sales grow to significant levels? In other 
words, if total sales do not increase, at what point does canni- 
balization reduce the viability of stores? 


These questions are a mere sample of a much larger set 
both within and beyond the scope of our analysis. Clearly, 
predictions about the ultimate fate and form of IHS are risky. 
However, it is equally clear that this emerging channel pro- 
vides marketing researchers and practitioners with much 
opportunity to test their theories and apply their tools. 
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Robert J. Fisher, Elliot Maltz, & Bernard J. Jaworski 


Enhancing Communication Between 
Marketing and Engineering: The 
Moderating Role of Relative 
Functional Identification 


Using research in social psychology, the authors illustrate how two key routes to improve communication between 
marketing and engineering are dependent on the strength of managers’ psychological connection to their functional 
area compared to the firm as a whole (i.e., relative functional identification). In particular, they argue that relative 
functional identification moderates the relationship between strategies traditionally used to affect interfunctional 
relationships (information-sharing norms and integrated goals) and the frequency, bidirectionality, and coerciveness 
of interfunctional communication behaviors. In turn, these communication behaviors are linked to information use 
and perceived relationship effectiveness. The authors empirically test predictions of the framework in two studies. 
Study 1 results suggest that (1) the efficacy of the traditional strategies depends on marketing managers' relative 
functional identification and (2) the traditional strategies can have negative and unintended effects on communica- 
tion behaviors. In Study 2, the authors replicate and extend Study 1 by illustrating that bidirectional communication 
is as important as frequency in increasing both information use by engineering personnel and the perceived effec- 
tiveness of interfunctional relationships. The authors conclude with implications for theory building and managerial 


practice. 


tion of engineering and marketing functions 

(McQuarrie 1993; Moore 1995; Wheelwright and 
Clark 1992). This integration is important because it affects 
a variety of organizational outcomes, including cycle time 
reduction, new product success, perceptions of customer 
value, and customer service (Kotler and Armstrong 1994; 
Meyer 1993). 

Many business failures have been attributed to the lack 
of successful integration of engineering and marketing. 
Examples include Texas Instrument's disastrous early entry 
into the desktop personal computer business, Medical Elec- 
tronics Inc.’s ineffective introduction of a key portable heart 
monitoring product, and Hewlett-Packard's early foray into 
the laptop business with a technology-laden, 23-pound 
portable. At the same time, several firms have capitalized on 
this integration by stimulating interfunctional communica- 
tion flows. Canon's success in the mini-copier business is 
largely attributed to the frank and open discussion of team 
members from different functional groups (Nonaka and 
Takeuchi 1995), Milliken's success in its carpet business is 


A constant business challenge is the effective integra- 
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heavily dependent on interfunctional teamwork and commu- 
nication (Gale 1994), and General Electric’s “tollgate” prod- 
uct development process explicitly incorporates integrating 
mechanisms to enhance interfunctional communication. 

The marketing and organizational communication liter- 
ature identifies two key routes to managing interfunctional 
communications: The first route relies on the development 
of norms that encourage information-sharing behaviors 
among functions (Falcione, Sussman, and Herden 1987; 
O'Reilly and Chatman 1996); and the second route involves 
the construction of integrated goals that emphasize organi- 
zational outcomes that require interfunctional collaboration 
(Hauser, Simester, and Wernerfelt 1994; Kuczmanski 1988; 
Lawrence and Lorsch 1986; Pinto, Pinto, and Prescott 
1993). Unfortunately, research on both information-sharing 
norms and integrated goals has been largely conceptual with 
limited empirical support. 

Our first objective is to demonstrate that these two 
routes to improved communication among functions are dif- 
ferentially effective, depending on the degree to which man- 
agers identify with their function (i.e., marketing) rather 
than the organization. Using a social psychological perspec- 
tive, we posit that when functional identification is stronger 
than organizational identification, integrated goals will be 
more effective than norms in encouraging interfunctional 
communication. In sharp contrast, this perspective suggests 
that norms that encourage information sharing will be more 
effective than integrated goals when managers identify more 
strongly with the organization than with their functional 
area. The social psychological perspective also provides 
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insights into why, in certain circumstances, the use of inte- 
grated goals to increase communication frequency and bidi- 
rectionality also might increase the coerciveness of influ- 
ence attempts by marketing managers. 

Our second objective is to test the effects of communi- 
cation behaviors on outcomes of interest to managers such 
as information use by engineering-based personnel. To date, 
research in a variety of disciplines highlights the importance 
of frequent communication (for a review, see Griffin and 
Hauser 1996). However, emerging evidence suggests that 
there are other facets of communication that could be 
equally important in this integration task. For example, 
Wheelwright and Clark (1992) suggest that bidirectional 
communication is critical in new product development con- 
texts, and a larger body of work in distribution channels 
(e.g., Frazier and Summers 1984) focuses on the coercive- 
ness of communication. Nevertheless, we are aware of no 
prior research on interfunctional relationships that examines 
communication frequency, bidirectionality, and the coer- 
civeness of influence attempts simultaneously. 

We begin by describing the three dimensions of inter- 
functional communication. Next, we integrate research from 
social psychology, organizational science, and communica- 
tions to develop a series of hypotheses about the moderating 
role of relative functional identification on the relationship 
between the traditional strategies and interfunctional com- 
munication behaviors. We then test our hypotheses in two 
studies. In Study 1 we examine data from marketing man- 
agers in a high-technology firm operating in diverse mar- 
kets. In Study 2 we replicate and extend Study 1 with an 
international sample of marketing managers in a major ser- 
vice company. This study controls for several alternative 
explanations for the results in both the relationship and orga- 
nizational/environmental domains and links communication 
behaviors to perceived relationship effectiveness and infor- 
mation use. In an overall discussion section, we examine the 
theoretical and managerial implications of the two studies. 


Communication Between Marketing 
and Engineering 


Research emphasizes the fundamental importance of com- 
munication between marketing and engineering-based func- 
tions (Griffin and Hauser 1996; Maltz and Kohli 1996; 
Workman 1993). Interfunctional communication is linked to 
a variety of positive outcomes, including increased under- 
standing and harmony between functions (Souder 1988), 
interfunctional integration (Gupta, Raj, and Wilemon 1985), 
stronger market orientation (Kohli and Jaworski 1990), an 
increased ability to cope with complex dynamic environ- 
ments (Huber 1982), and greater new product success 
(Cooper 1984; Dougherty 1987). In general, these studies 
conceptualize and measure communication in terms of its 
frequency. Communication frequency is defined as the num- 
ber of times information is exchanged between functional 
areas over a period of time (Van de Ven and Ferry 1980). 
However, examining the number of communication 
encounters between marketing and engineering-based func- 
tions provides an incomplete picture of the dissemination 


patterns necessary to improve interfunctional integration. 
The well-documented differences in the “world views” of 
marketing and engineering-based functions, such as product 
development (see Dougherty 1992; Gupta, Raj, and Wile- 
mon 1986), can result in misunderstandings due to language 
dissimilarities, as well as conflicts in terms of goals, pre- 
ferred solutions, and trade-offs (Griffin and Hauser 1996). 
Recent evidence suggests that too much communication 
degrades the quality of information exchange between mar- 
keting and engineering (Maltz and Kohli 1996). Communi- 
cation frequency is therefore a necessary, but not sufficient, 
condition for increasing interfunctional integration. The 
addition of bidirectionality and coerciveness of influence 
attempts provides a more thorough understanding of inter- 
functional communication behaviors. 

Bidirectionality is defined as the degree to which com- 
munication between marketing and engineering is a two- 
way process (cf. Mohr, Fisher, and Nevin 1996; Mohr and 
Nevin 1990). Misunderstandings due to language or cultural 
differences are likely to impair communication, even when 
frequency is high. Fisher (1978) suggests that the way to 
improve understanding is to generate more bidirectional 
flows (i.e., feedback) in the communication process. Bidi- 
rectionality is thought to reduce misunderstandings due to 
language barriers by providing an opportunity for both par- 
ties to increase the clarity of communication exchanges (see 
Wheelwright and Clark 1992). 

Coerciveness of influence attempts is defined as the 
degree to which communication references or mediates neg- 
ative consequences for noncompliance (cf. Frazier and Sum- 
mers 1984; Gundlach and Cadotte 1994; Mohr and Nevin 
1990). Coercion is an explicit attempt to change the behav- 
ior of a target who is resisting the position of the influencer. 
Because this form of pressure emphasizes differences in 
goals, preferred solutions, and trade-offs between different 
“world views,” it can cause people in both functions to be 
less motivated to work collectively and thus can discourage 
integration (cf. Bucklin 1973; Raven and Kruglanski 1970). 

In summary, a focus solely on the frequency of inter- 
functional communication severely limits our understanding 
of interactions between marketing and engineering person- 
nel. Each of the three types of communication behaviors 
may be affected differentially by the strategies organizations 
use to improve interfunctional information transfers. We use 
a social psychological perspective to examine this potential 
in the next section. 


Hypothesis Development 


Relative Functional Identification 


People derive "strength and a sense of identity" from their 
connections to social groups such as those defined by orga- 
nizational and functional memberships (cf. Kelman 1961, p. 
64). Indeed, Tajfel (1982) argues that we are unable to form 
self-images in the absence of a social identity derived from 
group affiliations. For example, asking employees to 
describe "who they are" in an organizational setting invari- 
ably would generate answers related to corporate, divisional, 
functional, and other group memberships. Social identities 
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within organizations are thought to be important because of 
their impact on a variety of work-related outcomes includ- 
ing intergroup competition, conflict, and cooperation (Ash- 
forth and Mael 1989; Houston 1994). 

The degree to which a group membership or affiliation 
affects self-image reflects the strength of the individual's 
group identification, which can be defined as a psychological 
orientation of the individual such that membership is a funda- 
mental aspect of self-definition (cf. Kelman 1961). The 
stronger the identification, the greater the sense of being a part 
of or belonging to the group. One implication of this psycho- 
logical connection is that group membership has the potential 
to confer positive (negative) attributes on people to the extent 
that the group has characteristics that are valued (undesirable) 
by others (Dutton, Dukerich, and Harquail 1994). Another 
implication is that identification leads the individual person to 
experience vicariously the group's successes and failures 
(Ashforth and Mael 1989; Kagan 1958). For example, identi- 
fication with the marketing function can lead managers to per- 
ceive an attack on their department in much the same way as 
they view (and respond to) a personal attack. 

From a behavioral perspective, identification encour- 
ages people to undertake behaviors advocated by the group 
in order to maintain a positive self-definition (Kelman 
1961). However, individuals within organizations are likely 
to identify simultaneously with groups that have different, 
and perhaps even conflicting, behavioral expectations. For 
this reason, and because of the friction that often exists 
between organizational and functional interests within 
firms (Moenaert and Souder 1990), we introduce the con- 
cept of relative functional identification (RFI). We define 
RFI as the extent to which managers feel a sense of con- 
nection with their function compared with the organization 
as a whole. Managers who identify more strongly with the 
marketing function than with the organization are likely to 
focus on functional problems, issues, and solutions. In gen- 
eral, such managers align themselves closely with what 
they perceive to be the interests of the marketing area and 
their fellow marketing managers. In the extreme, high-RFI 
managers place the interests of the function above what is 
best for the organization. 

The significant differences in high- and low-RFI man- 
agers with respect to their relationship with their function 
and the organization at large lead us to anticipate that RFI 
will moderate the effectiveness of strategies typically used 
to encourage interfunctional communication. In the follow- 
ing sections we present hypotheses related to the differential 
effectiveness of information-sharing norms and integrated 
goal structures on communication frequency, bidirectional- 
ity, and the coerciveness of influence attempts. 


Information-Sharing Norms 


One way that groups regulate the behavior of their members 
is through the establishment and reinforcement of behav- 
ioral norms. Although the concept of norms is defined in a 
variety of ways, norms are essentially perceptions, attitudes, 
and behaviors that are approved of by the group and 
required of its members (Baron, Kerr, and Miller 1992). 
Norms represent behavioral rules that guide actions within 
the group and often specify precise sanctions for violations. 
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If a certain situation occurs, group members are required to 
perform or abstain from specific behaviors. If a group mem- 
ber fails to act in accordance with the norm, he or she vio- 
lates that norm and sanctions result (DeRidder, Schruijer, 
and Tripathi 1992). However, norms vary greatly in their 
strength or importance within the group. Weak norms allow 
for a wide latitude of acceptable behavior, whereas strong 
norms promote behaviors that are vital to group survival and 
require more precise responses. The more essential a behav- 
ior is to group survival, the stronger the norm that governs it 
and the more significant the rewards (punishments) for con- 
formity (deviance). 

An organization’s culture provides norms for a wide vari- 
ety of organizational behaviors such as decision making, cus- 
tomer focus, and the nature of interfunctional relationships 
(Falcione, Sussman, and Herden 1987; O’Reilly and Chat- 
man 1996). Recent work by Moorman (1995) specifically 
suggests that culture-based organizational norms affect infor- 
mation transmission processes within firms. Our interest is in 
norms that are particularly likely to affect interfunctional 
communication processes. We define such information-shar- 
ing norms as organizational guidelines and expectations that 
foster the free exchange of information between functions. 
Managers who perceive that interfunctional information 
sharing is required or strongly encouraged by the organiza- 
tion should be likely to undertake behaviors that are consis- 
tent with that norm. They will not only look for opportunities 
to interact with other functions and exchange information, 
but also actively promote bidirectional communication flows 
to ensure effective information exchanges. It is important to 
note that norms that encourage the free exchange of infor- 
mation neither preclude nor prescribe the use of coercion in 
interfunctional influence attempts. 

If the marketing manager identifies strongly with the 
function, as is the case with a high-RFI manager, the effects 
of organizational norms should be muted because of the 
ambivalence caused by his or her strong association with 
marketing. Organizational norms encourage information 
sharing, but the manager is aligned closely with functional 
interests that might not be served by the free exchange of 
information. However, if RFI is low, the manager identifies 
strongly with the organization, and so compliance with 
organizational expectations is viewed as part of his or her 
role as a manager. On this basis, information-sharing norms 
are expected to be more productive in stimulating commu- 
nication frequency and bidirectionality in low-RFI man- 
agers. Formally, the role of RFI as a moderator of informa- 
tion-sharing norms is expressed in the following hypotheses: 


H,: The effects of information-sharing norms on communica- 
tion frequency are stronger for low-RFI managers than for 
high-RFI managers. 

H,' The effects of information-sharing norms on bidirectional- 
ity are stronger for low-RFI managers than for high-RFI 
managers. 


Integrated Goals 


Another approach to regulating behaviors within groups is 
through a system of collective or integrated goals, that is, 
goals or objectives that are superordinate to the interests of 


individuals (or subunits) within the group. This approach 
promotes interaction and collaboration among group mem- 
bers because the achievement of each person is facilitated by 
the achievements of others. Integrated goals force people to 
become reliant on others for the attainment of rewards, and 
consequently the interests of individuals and the group are 
aligned (Eagly and Chaiken 1993). 

Integrated goals affect the relationship between func- 
tional areas and subunits within organizations. Although 
marketing and engineering personnel typically are evaluated 
on the basis of individual performance (Donnelan 1993), 
compensation researchers (Coombs and Gomez-Mejia 
1991) and marketing academics (Hauser, Simester, and 
Wernerfelt 1994) have suggested changing the firm's reward 
systems to incorporate greater goal integration. Rewarding 
employees for performance outcomes that benefit the огра- 
nization as a whole rather than individuals or departments 
encourages interfunctional interaction because functional 
areas are interdependent in goal attainment (McCann and 
Galbraith 1981). Accordingly, integrated goals that tie a por- 
tion of a manager's pay to higher-level results such as orga- 
nizational profits or team success are likely to increase the 
frequency and bidirectionality of interfunctional interactions 
because managers must collaborate to achieve their objec- 
tives. Also, goal integration should reduce the incidence of 
coercive influence attempts by increasing functional inter- 
dependence and therefore the need to cooperate. 

However, we expect that the effectiveness of integrated 
goals in enhancing communication between marketing and 
engineering depends on managers’ RFI. When the goals of 
the function and the organization are not integrated, high- 
and low-RFI managers should be motivated to communicate 
differently. Whereas high-RFI managers emphasize func- 
tional goals that could be suboptimal from an organizational 
standpoint, low-RFI managers seek to align themselves with 
organizational interests. In contrast, both high- and low-RFI 
managers are encouraged to pursue what is best for the orga- 
nization when goals are integrated because functional and 
organizational goals are synonymous. 

Accordingly, goal integration should affect the commu- 
nication behaviors of high-RFI managers to a greater extent 
than those of low-RFI managers. The emphasis on organiza- 
tional interests that results from integrated goals should lead 
high-RFI managers to increase the frequency and bidirec- 
tionality of their communications with engineering person- 
nel. However, the introduction of integrated goals should 
have a negligible effect on low-RFI managers because their 
organizational identity already motivates them to cultivate 
good relations with engineering. We also expect that inte- 
grated goals will increase the level of coercion used by high- 
but not low-RFI managers. Goal integration elevates the 
need for marketing to interact with engineering, but the 
strong functional orientation of high-RFI managers means 
they are less tolerant of nonmarketing solutions to organiza- 
tional problems. Consequently, coercion is likely to be seen 
as a necessary option for high-RFI managers. Conversely, 
low-RFI managers are not constrained by the need to pro- 
mote functional solutions and so should perceive less need 
to use coercive influence. We formally express these effects 
in the following hypotheses: 


H3: The effect of integrated goals on communication fre- 
quency is stronger for high-RFI managers than for low- 
RFI managers. 

H4: The effect of integrated goals on communication bidirec- 
tionality is stronger for high-RFI managers than for low- 
RFI managers. 

Hs: The effect of integrated goals on coercive influence 
attempts is stronger for high-RFI managers than for low- 
RFI managers. 


Study 1 
Sampling 


Two key considerations lead us to select a sample of mar- 
keting managers from within a single high-technology orga- 
nization in Study 1. Our first consideration was that signifi- 
cant variations exist within and between industrial firms on 
(1) which interfunctional interfaces are critical and (2) mar- 
keting job/area titles and associated job responsibilities. 
These differences would make it difficult not only to iden- 
tify and sample the appropriate respondent within each firm, 
but also to design a questionnaire that used consistent and 
meaningful language. Our second consideration was the 
need to identify and sample from a context in which inter- 
functional interactions are likely to occur on a regular basis. 
We consequently focused on a high-technology industry 
because of the market turbulence in which both customer 
preferences and technologies are rapidly changing. 

When we had settled on a single-firm design, we recog- 
nized that the organization had to be sufficiently large to 
ensure an adequate sample size and diverse enough to 
ensure variation on key communication constructs. These 
considerations led to the selection of a Fortune 100 com- 
pany that is active in five diverse high-technology markets. 
To select the most knowledgeable respondents, we tapped 
an in-house executive training program for marketing pro- 
fessionals. The program had enrolled 180 middle- to upper- 
level marketing managers with a variety of job titles and 
descriptions who were well informed on what the firm con- 
sidered to be its most important cross-functional interac- 
tion—the interface between engineering and marketing per- 
sonnel in the new product development process. The vast 
majority of marketing managers in the sample had formal 
responsibilities in that area. 


Data Collection 


The preliminary set of scale items was pretested with six 
marketing managers representing a diverse set of businesses. 
In the presence of one of the researchers, the managers were 
asked to fill out the questionnaire and point out items that 
were unclear, not applicable, or ambiguous. Furthermore, 
they "were instructed to point out any other difficulties with 
the questionnaire. On the basis of their comments, we 
revised the scale 1tems successively until they were clear and 
straightforward. 

Prior to one of the monthly management training ses- 
sions, we obtained a list of scheduled participants. The sur- 
vey packets (consisting of a cover letter, the questionnaire, 
and a postage-paid, university-addressed return envelope) 
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were distributed in three sessions spaced one week apart (N 
— 180). After two weeks, we sent e-mail messages to the par- 
ticipants reminding them of the return date. One week later 
we placed a telephone-call reminder to all participants. The 
following month, surveys again were distributed to all three 
sections. Responses were received from 100 managers, but 
11 surveys were eliminated for missing data. The usable 
response rate was 49% (89/180). 

We asked respondents to focus on their relationship with 
a single manager in the engineering function with whom 
they interacted on a regular basis when answering the ques- 
tionnaire. The instrument contained measures of the vari- 
ables needed to test the study's hypotheses but also several 
covariates that we believed might influence the extent and 
nature of communication within the dyad. We included rela- 
tionship length to account for differences in marketing man- 
agers' familiarity with the engineering contact. We incorpo- 
rated psychological distance because of the importance of 
perceived similarity in interpersonal relationships (Byrne 
1971; Gupta, Raj, and Wilemon 1986). Finally, prior 
research on the effects of power on interorganizational rela- 
tionships led us to include a measure of marketing's func- 
tional power (Salancik and Pfeffer 1977). The scale items 
are listed in Appendix A. 


Measure Refinement 


The initial measurement model consisted of 49 items mea- 
suring the nine constructs of interest. Twenty-three of the 
items were formative indicators of integrated goals (4 
items), communication frequency (13 items), and the coer- 
civeness of influence attempts (6 items) operationalized as 
the ratio of coercive (3 items) to noncoercive (3 items) influ- 
ence attempts.! The remaining 26 items were reflective indi- 
cators of psychological distance (6 items), relationship 
length (1 item), functional power (4 items), information- 
sharing norms (5 items), RFI (4 items), and bidirectional 
communication (6 items). We then subjected the items to a 
series of analyses to evaluate and purify the measures. 

We used confirmatory factor analysis (CFA) to evaluate 
the internal and external consistency of the multi-item 
reflective measures (Anderson, Gerbing, and Hunter 1987). 
We conducted the CFAs in two stages to maintain an accept- 
able ratio of observations to variables (see Nunnally 1995). 
In the first stage, we analyzed a 15-item CFA model using 
generalized least squares for measures of bidirectional com- 
munication, information-sharing norms, and RFI. We 
deleted 2 items measuring bidirectional communication and 
l item measuring norms from the model because of large 
modification indices. The revised 12-item model produced 
an acceptable fit with a x2 of 51.91 (df = 51, p > .40), a 


1Formative indicators are designed to account for observed vari- 
ables in the way that natality, mortality, and migration account for 
population change. [n our context, for example, the integrated 
goals construct is measured with formative indicators because 
these goals can exist at the project group, departmental, or organi- 
zational levels. Integrated goals need not exist at all levels to influ- 
ence communication behaviors. Conversely, reflective indicators 
are consistent with classical test theory and factor analytic models 
wherein the underlying factor gives rise to what is observed (for a 
more detailed discussion, see Bagozzi and Fornell 1982). 
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goodness of fit index (СЕ) = .91, and a normed fit (NFD 
index = .98. The МЕГ suggests that 98% of the observed 
covariation in measures is explained by the composition 
model (cf. Bentler and Bonett 1980). The second CFA 
model included 10 items measuring the multi-item covari- 
ates psychological distance and functional power. We elim- 
inated 2 items measuring psychological distance on the 
basis of this analysis, and the revised 8-item model fits the 
data acceptably with а Х2 of 23.60 (df = 19, p > .20), a GFI 
= .94, and an NFI = .96. The analyses support the hypothe- 
sized view of the dimensionality of the measures and their 
internal and external consistency within their respective 
groups. 

We performed two further tests of the validity of the 
measures. First, we created summated indicators for each 
construct in the model and estimated the correlations 
between the constructs. The correlation between each pair of 
constructs is significantly different from 1.00 (p « .001), 
which provides additional evidence of discriminant validity. 
Second, reliability analysis reveals that the alpha coeffi- 
cients for all scales are .78 or higher. Table 1 is a summary 
of measurement scale characteristics for all scales. We 
report the correlations between measures in Table 2. 


Results 


We tested the hypotheses using hierarchical moderator 
regression analysis with mean-centered variables (Cohen 
and Cohen 1983). We summed scores on each variable to 
form a single manifest indicator of the construct and then 
mean centered to reduce multicollinearity between the main 
effect and interaction terms (Aiken and West 1991). We 
entered the covariate and main effects in the stepwise 
regression model, followed by the multiplicative terms that 
carried the interaction effects. That general approach was 
necessary because the product terms carry both the main and 
interaction effects of the constituent variables (Cohen and 
Cohen 1983). We summarize the results, including the 
effects of variables used in the final model, in Table 3. 


Covariate effects. The covariate effects of psychological 
distance on communication behaviors highlight the impor- 
tance of controlling relationship-level variables in organiza- 
tional research. Psychological distance was related signifi- 
cantly to both the frequency (b = —30, t = —2.81, p < .01) 
and bidirectionality (b = —59, t = –6.73, p « .01) of com- 
munication between marketing and engineering personnel. 
These results indicate that as the perceived distance between 
the contacts increases, both the number of communication 
exchanges and the feedback provided from each party 
declines. Unexpectedly, psychological distance had no sig- 
nificant effect on the coerciveness of influence attempts (p » 
.10). The relationship length and functional power covari- 
ates were not significantly related to any of the communica- 
tion behaviors (p > .10). 


Main effects. Of eight possible main effects, only four 
are significant. Integrated goals had a positive effect on the 
coerciveness of influence attempts (b = .14, t= 1.35, p < .10) 
but no significant effect on either frequency or bidirection- 
ality (p > .10). Information-sharing norms had a positive 
effect on bidirectionality (b = .23, t = 2.47, p « .01) but no 


ТАВ(Е 1 
Summary of Scale Characteristlcs: Study 1 
(N - 89) 
———————————————___ 


Theoretical 

Number Scale 
Construct of Items Range 
Covariates 
Psychological distance 4 4 to 20 
Relationship length 1 п/а 

(in months) 
Functional power 4 4 to 20. 
Main Effects 
Integrated goals 4 4 to 20 
Information-sharing norms 4 4 to 20 
Moderator 
RFI 4 4 to 20 
Communication Variables 
Frequency 13 п/а 
Bidirectionality 4 4 to 20 
Coerciveness of 
influence attempts 

Coercive frequency 3 З to 15 
Noncoercive frequency 3 3 to 15 


Actual 

Scale Scale Standard 

Range Mean Deviation Reliabllity 
4 to 18 11.0 3.3 .82 
1 to 222 46.6 44.3 n/a 
4 to 18 12.1 3.3 .78 
4 to 18 12.7 3.3 b 
4 to 19 11.4 3.4 .79 
4 to 19 12.4 3.4 .78 
2 to 185 66.9 51.6 x 
4 to 20 14.9 3.7 .89 
3 to 15 5.7 3.4 * 
3 to 15 9.3 2.9 Ы 


aThe coerciveness of influence attempts was measured as the ratio of coercive Influence attempts to noncoercive Influence attempts. 


*Denotes a formative indicator. 


TABLE 2 
Correlation Matrix: Study 1 

(N = 89) 

€—————— ———— JW MM —————————— НЕНА 
PD RL FP IG ISN RFI FQ Bl Cl 

Psychological distance (PD) 1.00 
Relationship length (RL) –.23" 1.00 
Functional power (FP) 15 —.14 1.00 
Integrated goals (IG) .05 .06 23* 1.00 
Information-sharing norms (ISN) .00 —.17 .28* .25* 1.00 
Relative functional identification (RFI) .09 —.31* .22*  —41 –14 1.00 
Frequency (FQ) —.28* .06 —.05 .04 .05 .02 1.00 
Bidirectionality (ВІ) —.61* .17 .03 —.01 .21* –.09 .24* 1.00 
Coerciveness of influence attempts (СІ) .03 ~.07 11 12 —.10 .18 —43 —.06 1.00 


*p < .05 (two-tailed). 


effect on frequency (p > .10). Relative functional identifica- 
tion had a positive effect on frequency (b = .16, t = 1.46, p 
< .10) and on the coerciveness of influence attempts (b = 
.29, t = 2.70, p < .01) but no significant main effect on bidi- 
rectionality (p > .10). Overall, the results suggest that a 
main-effects-only model does not adequately explain com- 
munication behaviors within the dyad. 


Relative functional identification moderator effects. In 
terms of the moderating role of RFI, we found significant 
interaction terms in four of five cases. Н, posits that the 
effects of information-sharing norms on communication fre- 
quency are stronger for low-RFI than for high-RFI man- 
agers. This hypothesis was not supported with no significant 
interaction effect (p > .10). H, states that we expected the 
effects of information-sharing norms on bidirectionality to 


be stronger for low-RFI managers than for high-RFI man- 
agers. The results support H, (b = —20, t = —2.14, p < .05). 
We found consistent support for the RFI by integrated goals 
interaction with significant effects for communication fre- 
quency (b = .25, t= 2.19, p < .05), bidirectionality (b = .13, 
t= 1.36, p < .10), and the coerciveness of influence attempts 
(b = .24, t = 2.35, p < .05). Therefore, Нз, Hy, and Н; are 
supported. 


Discussion 


The main effects information-sharing norms and integrated 
goals on interfunctional communication behaviors were 
inconsistent and do not support a main-effects-only model. 
We found these strategies to have a main effect on commu- 
nication frequency, bidirectionality, and the coerciveness of 
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TABLE 3 


Regression Models: Study 12 


(N - 89) 

E a _________ ———M————————————7 

Coerciveness of 

Frequency Bidirectionality Influence Attempts 

Covariates 
Psychological distance (PD) —30*** (-2.81) —59*** (—6.73) —05 (-.51) 
Relationship length (RL) .05 (.46) .06 (.61) .02 (.22) 
Functional power (FP) —12  (-1.09) .01 (11) .01 (.04) 
Main Effects 
Integrated goals (IG) .01 (–.08) –.07 (–.80) 14“ (1.35) 
Information-sharing norms (ISN) .02 (.19) .23*** (2.47) b 
Relative functional 
identification (RFI) .16* (1.46) –.03 (–.35) .29*** (2.70) 
Interaction Effects 
RFI x ISN —.03 (-.31) —20** (-2.14) b 
RFI x IG 25" (2.19) 13" (1.36) .24*** (2.35) 
Full Model 
R? .18 .43 16 
Е 2.24 7.80 2.63 
Significance of F .03 .001 .02 


а The regression coefficients are standardized regression coefficients with t-values in parentheses. 


5 No hypothesis for this term. 
*p « .10 (one-tailed). 

**p < .05 (one-tailed). 

***p « .01 (one-tailed). 


influence attempts in only four of eight possible cases. In 
contrast, we found RFI to moderate the effectiveness of 
information-sharing norms and integrated goals on inter- 
functional communication behaviors in four of five 
instances. Moreover, we found significant RFI moderator 
effects for all three types of communication behaviors. 

Compared with low-RFI managers, high-RFI managers 
in Study 1 were less responsive to information-sharing 
norms that encourage interfunctional communication but 
more responsive to integrated goals structures that align 
organizational and functional objectives. Integrated goals 
caused high-RFI managers to interact more frequently and 
in a more bidirectional way with their engineering-based 
contact than did low-RFI managers. However, integrated 
goals also increased the coerciveness of influence attempts 
by high-RFI managers because of their emphasis on func- 
tional solutions and interests within the organization. 
Although the coerciveness of the influence strategies used 
by high-RFI managers could create short-term benefits, this 
influence approach also has been associated with greater 
interfunctional conflict and disharmony (cf. Frazier and 
Summers 1984). 

Low-RFI managers, conversely, were more responsive 
than were high-RFI managers to organizational norms 
because they consider the behaviors governed by these 
norms to be an essential part of their role as a manager. We 
found support for this perspective in one of two possible RFI 
by information-sharing norm interactions. Low-RFI man- 
agers were more likely to undertake bidirectional exchanges 
with engineering when information-sharing norms were 
strong, but the frequency of exchange was not affected by 
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the interaction of these variables. The lack of an interaction 
effect of norms and RFI on communication frequency sug- 
gests that marketing managers in the sample did not per- 
ceive that frequency was governed by information-sharing 
norms. It could be that bidirectionality is viewed as being 
more central to the notion of information sharing because of 
its emphasis on two-way information flows that reflect an 
ongoing dialogue between the functions. This interpretation 
is supported by the main effect of information-sharing 
norms on bidirectionality but not frequency. 

Overall, the results suggest very different motivational 
strategies for organizations intent on increasing interfunc- 
tional communication and integration. In organizations in 
which low-RFI managers predominate, the development and 
promotion of policies that encourage information-sharing 
norms appear to be most effective in elevating interfunc- 
tional communication behaviors. Conversely, goal integra- 
tion might be most advantageous in high-RFI organizations. 
The implementation of the most appropriate strategy 
requires an understanding of the degree to which functional 
identities exist at the individual, department, and organiza- 
tional levels. 


Study 2 


Study 2 was created from the desire to replicate our findings 
in a new setting, control additional explanatory variables, 
and link communication behaviors to outcomes of practical 
and theoretical interest. First, we sought to replicate Study 1 
in a context that would provide more diversity in terms of 
the levels of the organization sampled, the industry type, and 


the nature of the marketing-engineering interface. Given 
this criteria, we gained access to a sample of marketing 
managers employed by a multinational, business-to-busi- 
ness services finn with 36 business units in six countries 
outside the United States. This breadth enabled us not only 
to take advantage of widely diverse business units, markets, 
and geographies, but also to standardize the terminology and 
measures used within the survey instrument. 

Second, we incorporated three covariates in Study 2 
within both the relationship and organizational/environmen- 
tal domains. [n the relationship domain we included interde- 
pendence between functions due to its critical role in infor- 
mation flow and exchange between marketing and engineer- 
ing personnel (Olson, Walker, and Ruekert 1995; Ruekert 
and Walker 1987). This variable is important because high 
levels of interdependence can lead to more frequent interac- 
tions between marketing and engineering regardless of mar- 
keting's functional power. Within the organizational/envi- 
ronmental domain we added structural flux and market 
dynamism because of their influence on interfunctional rela- 
tionships and information dissemination (see Maltz and 
Kohli 1996).2 

Third, in Study 2 we directly investigate the link 
between communication behaviors and key communication 
outcomes. Study 1 provides insights into the factors that 
affect communication behaviors but does not establish that 
these behaviors had important consequences for the organi- 
zation. Hence, in Study 2 we explicitly examine the effects 
of communication behaviors on the perceived effectiveness 
of the relationship and information use. We summarize the 
relationships examined in Study 2 in Figure 1. 


Replication and Extension Hypotheses 


Study 2 replicates and extends Study 1. In particular, we 
examine all five hypotheses from Study 1, and we add three 
new hypotheses. The new hypotheses link communication 
behaviors and the communication outcomes of perceived 
relationship effectiveness and information use. Perceived 
relationship effectiveness is defined as marketing managers' 
evaluations of the productivity of their interactions with 
their engineering contact. This variable is based on Ruekert 
and Walker's (1987) study, which provides some evidence of 
a link between communication behaviors and perceived 
relationship effectiveness. Information use is defined as the 
degree to which information transmitted by marketing is 
used by another function to understand the environment and 
make decisions. Recent work demonstrates a direct connec- 
tion between various facets of communication and informa- 
tion use (Maltz and Kohli 1996). 

It is important to stress that the two communication out- 
comes reflect very different constructs: Perceived relation- 
ship effectiveness is a psychosocial concept, whereas infor- 


2[n addition, we analyzed several covariates that we do not 
report on because they did not significantly affect the hypothesized 
relationships (p > .10). The covariates were the degree to which 
interactions between the marketing and engineering contact were 
strategic in nature, the relative position of the contacts within the 
organization, the physical distance between the contacts, goal con- 
sistency, and the rate of technological change in the industry. 


mation use focuses on instrumental and conceptual actions 
(see Menon and Varadarajan 1992). As such, there is no a 
prion reason to believe that the pattern of effects of com- 
munication frequency, bidirectionality, and coerciveness of 
influence attempts on the outcomes will be similar. 

We posit that communication frequency is positively 
related to information use. The greater the number of com- 
munication encounters, the greater the likelihood that the 
marketing manager will understand the needs of the engi- 
neering contact and provide usable information (Fisher 
1978; Gresov and Stephens 1993). Prior research also sug- 
gests that the frequency of communication between func- 
tions is linked to positive outcomes such as interfunctional 
integration (Gupta, Raj, and Wilemon 1986), harmony 
(Souder 1981), and project success (e.g., Dougherty 1987). 
Consequently, we expect that greater communication fre- 
quency will have a positive effect on managers' perceptions 
about the effectiveness of their relationship with engineering 
(Griffin and Hauser 1996; Ruekert and Walker 1987). 

We hypothesize bidirectionality to have a positive effect 
on both communication outcomes because it captures a rec- 
iprocal give-and-take that characterizes joint problem solv- 
ing and decisions (see Wheelwright and Clark 1992). We 
expect this dialogue, exchange, and feedback to increase the 
overall use of information because it clarifies misunder- 
standings due to differences in language or "thought worlds" 
(cf. Dougherty 1987, 1992; Kohli and Jaworski 1994). This 
ability to engage in dialogue, to explain and clarify commu- 
nications, and more generally, to understand the work pat- 
terns and preferences of the other member of the dyad better, 
is expected to enhance perceived relationship effectiveness. 

In contrast to the effects of frequency and bidirectional- 
ity, we expect coercive influence attempts to have a negative 
effect on relationship effectiveness. By its nature, coercive 
influence attempts are confrontational, demanding, and 
often threatening. As such, we expect them to lead to nega- 
tive psychological outcomes, which lessen the perceived 
effectiveness of the relationship (see Blau 1964). This rea- 
soning is consistent with work in distribution channels that 
shows a strong link between coercive influence and rela- 
tionship dissatisfaction (e.g., Frazier and Summers 1984). 
However, no previous work examines the link between coer- 
cive influence attempts and information use. Arguments 
could be made that both positive and negative effects could 
emerge. On the one hand, coercive influence attempts could 
lead the manager to disregard the communication— perhaps 
reflecting a silent (or more direct) retaliation (e.g., Lusch 
1976). On the other hand, coercive influence could increase 
information use—particularly if the manager being influ- 
enced is in a weak negotiating position. In summary, it is 
perhaps premature to specify the directionality of the effect 
of coercive influence. Collectively, this leads us to three 
extension hypotheses: 


Hg: The greater the frequency of communication, the greater 
the (a) information use and (b) perceived relationship 
effectiveness. 


Hy The greater the bidirectionality of communication, the 
greater the (a) information use and (b) perceived relation- 
ship effectiveness. 
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FIGURE 1 
The Moderating Role of RFI 
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Note: The communication behaviors to communication outcomes link is investigated in Study 2. 


Hg: The greater the coerciveness of influence attempts, the 
lower the perceived relationship effectiveness. 


Sampling and Data Collection 


Our principal contact (a key member of the corporate mar- 
keting staff) was informed of the study objectives, the 
desired variability on business unit context, and the screen- 
ing criteria for our key informant approach (e.g., extensive 
contact with engineering, involved in interfunctional com- 
munication, on-the-job experience). With this information in 
hand, the company contact provided a list of 100 potential 
marketing respondents within the firm's 36 strategic busi- 
ness units. Members of the marketing sample interacted 
with engineering personnel from the level of sales support to 
vice presidents of operations and dealt with engineering- 
based personnel on the design of service solutions to indus- 
trial accounts of various sizes. In return for participation, 
these marketing executives were promised a summary of the 
research findings. They also were offered the opportunity to 
remain anonymous if they so desired. 

We contacted the marketing managers directly. We 
mailed a packet containing a personalized letter on univer- 
sity stationery together with a copy of the survey and a 
return envelope to each of the informants. As in Study 1, we 
asked respondents to focus on a single manager in the engi- 
neering function with whom they interacted on a regular 
basis. We requested respondents to return the completed sur- 
vey directly to the researchers. We mailed a follow-up letter 
one week after the initial mailing. А second reminder with a 
replacement questionnaire and return envelope followed two 
weeks after the first follow-up. The usable response rate was 
7296 (72/100). 
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Measure Refinement 


The initial measurement model consisted of 75 items mea- 
suring the 14 constructs of interest. Twenty-six of the items 
were formative indicators of integrated goals (4 items), com- 
munication frequency (13 items), and the coerciveness of 
influence attempts (9 items) operationalized as the ratio of 
coercive (4 items) to noncoercive (5 items) influence 
attempts. The remaining 49 items were reflective indicators 
of psychological distance (4 items), relationship length (1 
item), functional power (4 items), interdependence (6 
items)? structural flux (6 items), market dynamism (5 
items), information-sharing norms (4 items), RFI (4 items), 
bidirectional communication (4 items), perceived relation- 
ship effectiveness (5 items), and information use (6 items). 
As in Study 1, we subjected the items to a series of analyses 
to evaluate and purify the measures. 

Again, we conducted CFAs in two stages because of the 
need to maintain an acceptable ratio of responses to items. 
We conducted the first CFA on the multi-item reflective 
indicators of the three covariates added to the model in 
Study 2. The 17-item CFA model included measures of 
interdependence, structural flux, and market dynamism. 
Two items measuring structural flux and ! item measuring 
market dynamism were dropped on the basis of high stan- 
dardized residuals. The revised 14-item model produced a 
reasonable fit with a X2 of 79.13 (df = 71, p > .20), а GFI = 
.84, and an NFI = .96. We conducted the second CFA on the 
11 items measuring the two dependent variables added to 
Study 2. The initial 1 1-item model has a reasonable fit with 


3Operationalized as the sum of dependence on marketing (three 
items) and dependence on engineering (three items). 


a X2 of 52.22 (df = 43, p > .10), a GFI = .87, and ап NFI = 
.99. The analyses support the hypothesized view of the 
dimensionality of the measures. All correlations between the 
constructs are significantly different from 1.00 (p « .001), 
and the reliabilities for the variables аге in excess of .70— 
with the exception of psychological distance, which had a 
coefficient alpha of .69 (see Table 4 for scale statistics and 
Table 5 for correlations between measures). The scale items 
are listed in Appendix A. 


Results 


We used hierarchical moderator regression analysis with 
mean-centered variables to test the hypotheses in Study 2. 
We summarize the results, including the effects of variables 
used in the final model, in Table 6. 


Covariate effects. The covariate effects provide impor- 
tant insights into the analysis. Communication frequency 
was associated positively with interdependence (b = .25, t = 
1.98, p < .05). Bidirectionality was associated positively 
with relationship length (b = .22, t = 1.98, p < .05), interde- 
pendence (b = .26, t = 2.17, p < .05), and structural flux (b 
=.19, t= 1.72, p < .05) and associated negatively with psy- 


chological distance (b = –.19, t = —1.53, p « .10). Finally, 
coerciveness of influence attempts was associated positively 
with market dynamism (b = .28, t = 2.19, p < .05) and neg- 
atively with functional power (b = –.34, t = —2.77, p < .01) 
and interdependence (b = —.19, t = —1.49, p < .10). 


Main effects. The main effects of RFI, information-shar- 
ing norms, and integrated goals on communication behav- 
iors were similar to those found in Study 1 with five of eight 
possible main effects significant. Integrated goals had a sig- 
nificant effect on frequency (b = .35, t = 2.58, p « .01) but 
not on either bidirectionality or the coerciveness of influ- 
ence attempts (p > .10). Ínformation-sharing norms were 
significant for both communication frequency (b 2.19, t = 
1.51, p < .10) and bidirectionality (b = .35, t = 3.07, p < .01). 
Relative functional identification had a significant main 
effect on bidirectionality (b = —.19, t = —1.53, p < .10) and 
the coerciveness of influence attempts (b = .36, t = 2.78, p « 
.01) but not communication frequency (p > .10).' 


Relative functional identification moderator effects. n 
terms of the moderating role of RFI, we replicated three of 


TABLE 4 
Summary of Scale Characteristics: Study 2 
~ (N = 72) 
Theoretical Actual 
Number Scale Scale Scale Standard 
Construct of Items Range Range Mean Deviation Rellability 
Covariates 
Psychological distance 4 4 to 20 4to 18 12.5 3.1 .69 
Relationship length 1 n/a 1 to 240 53.2 45.2 n/a 
(in months) 
Functional power 4 4 to 20 4 to 17 10.1 3.3 75 
Interdependence 
Dependence on Engineering 3 3 to 15 3 to 15 10.2 2.7 .84 
Dependence on Marketing 3 3 to 15 6 to 15 11.3 2.5 .79 
Structural flux 4 4 to 20 4 to 20 12.4 4.2 .83 
Market dynamism 4 4 to 20 4 to 20 13.8 2.8 .76 
Main Effects 
Integrated goals 4 4 to 20 4 to 20 3.7 3.6 bi 
Information-sharing norms 4 4 to 20 4 to 20 13.0 3.5 .84 
Moderator 
RFI 4 4 to 20 4 to 19 10.1 3.3 71 
Communication Variables : 
Frequency 13 n/a 7 to 217 53.4 44.3 Ы 
Bidirectionality 4 4 to 20 6 to 20 15.9 3.5 .88 
Coerciveness of 
influence attemptse 
Coercive frequency 4 4 to 20 4 to 16 6.5 2.7 Е 
Noncoercive frequency 5 5 to 25 10 to 25 16.5 3.4 Е 
Communication Outcomes 
Perceived relationship 5 5 to 25 5 to 25 20.0 4.5 .94 
effectiveness : 
Information use 6 6 to 30 13 to 28 21.5 3.7 .78 


aThe coerciveness of influence attempts was measured as the ratio of coercive influence attempts to noncoercive influence attempts. 


*Denotes a formative indicator. 
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TABLE 5 
Correlation Matrix: Study 2 


(N = 72) 
PD RL FP IN SF MD IG ISN RFI FQ BI са PRE IU 
Psychological distance (PD) 1.00 
Relationship length (RL) —14 1.00 
Functional power (FP) .07 .03 1.00 
Interdependence (IN) .04 —01  .19 1.00 
Structural flux (SF) —04 .04 .09 .20 1.00 
Market dynamism (MD) —09 16 24 24 .17 1.00 
Integrated goals (IG) —25 16 20 15 .21  .24' 1.00 
Information-sharing norms (ISN) —17 18 18 —12 —11 —11 .22 1.00 
Relative functional identification (RFI) -.01 -05 17  .31° .11 —10 —17 .01 1.00 
Frequency (FQ) 05 .09 —01 .26' 19 .01 .40° .19 —02 1.00 
Bidirectionality (Bl) -23 22 21° 17 16 .03 21 42° —12 .23' 1.00 
Coerciveness of 
influence attempts (Cl) —01 —05 —05 —01 .09 .16 .03 —14 .10 .11 —30' 1.00 
Perceived relationship : 
effectiveness (PRE) —50' .30° —01 .01 .07 .11 .19 .36' .08 .25' .54 —08 1.00 
Information use (IU) -43° 15 20 20 12 .17 .31' .22 .11 .27 .49' —18  .55' 1.00 
"p < .05 (two-tailed). 
TABLE 6 
Regression Models: Study 28 
(N = 72) 
Coerciveness of 
Frequency Bidirectionality Influence Attempts 
Covariates - 
Psychological distance (PD) Ла (1.19) —19' (1.53) .06 (.51) 
Relationship length (RL) .01 (.07) .22" (1.98) —.01 (—11) 
Functional power (FP) —15 (-1.24) .10 (.87) – 34“ (-2.77) 
Interdependence (IN) .25" (1.98) .26" (2.17) —19' (-1.49) 
Structural flux (SF) л4 (1.20) 19" (1.72) .08 (.70) 
Market dynamism (MD) —10 (-.83) —12  (-1.07) .28" (2.19) 
Main Effects 
Integrated goals (IG) .35"" (2.58) —.07 (–.59) .10 (-75) 
Information-sharing norms (ISN) .19' (1.51) .35"" (3.07) b 
Relative functional f 
identification (RFI) —03 (-.21) —19' (-1.53) 36°" (2.78) 
Interaction Effects 
RFI x ISN –05 (37) —25'" (-2.36) b 
RFI x IG .00 (.02) .19* (1.67) .30™ — (2.42) 
Full Model 
R? .26 41 .28 
F 1.96 3.66 2.48 
Significance of F .05 001 .02 


aThe regression coefficients are standardized regression coefficients with t-values in parentheses. 


bNo hypothesis for this term. 
*p < 10 (one-tailed). 

"p « .05 (one-tailed). 

“p< .01 (one-tailed). 


the four significant interaction terms from Study 1. Specifi- 
cally, consistent with Hz, we found that information-sharing 
norms had a weaker effect on high-RFI managers for bidi- 
rectionality (b =—.25, t = —2.36, p < .01), whereas for Hj, we 
found no significant norm by RFI interaction effect Тог com- 
munication frequency (p > .10). These two findings are con- 
sistent across both studies. 
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We also found that integrated goals were more signifi- 
cant in encouraging communication behaviors for high-RFI 
managers іп two of three instances. Нз states that the posi- 
tive effect of integrated goals on communication frequency 
is stronger for high-RFI managers than for low-RFI man- 
agers. This hypothesis is not supported (p > .10). H4 argues 
that the positive effect of integrated goals on communication 


bidirectionality is stronger for high-RFI managers than for 
low-RFI managers. Similar to Study 1, this hypothesis is 
supported (b = .19, t = 1.67, p « .05). Finally, Hs states that 
the positive effect of integrated goals on communication 
coerciveness is stronger for high-RFI managers than for 
low-RFI managers. This hypothesis is supported also (b = 
.30, t = 2.42, p < .01). In summary, H2, Hy, and Н; аге sup- 
ported in both studies, H3 is supported only in Study 1, and 
Н, is not supported in either study. 


Information use and perceived relationship effective- 
ness. Hg states that the greater the frequency of communi- 
cation, the greater the (a) information use and (b) perceived 
relationship effectiveness. Both parts of the hypothesis were 
supported with a significant effect of frequency on informa- 
tion use (b = .19, t = 1.90, р < .05) and relationship effec- 
tiveness (b = .26, t = 2.44, p < .01). Ну notes that the greater 
the bidirectionality of communication, the greater the (a) 
information use and (b) perceived relationship effectiveness. 
Both elements of Ну are supported, with bidirectionality 
significantly related to information use (b = .41, (= 3.77, p 
< .01) and perceived relationship effectiveness (b = .28, t = 
2.42, p « .01). Hg posits that the greater the coerciveness of 
influence attempts, the lower the relationship effectiveness. 
It is not supported (p > .10). In summary, the present results 
suggest that both communication frequency and bidirection- 
ality significantly affect information use and relationship 
effectiveness. 

It is interesting to note that psychological distance is the 
only covariate to be strongly associated with the outcome 
variables, though we found a marginally significant associa- 
tion between relationship length and information use (b = 
.13, t = 1.38, p < .10). Psychological distance had a strong 
negative association with both information use (b = —37,t = 
—3.90, p « .01) and perceived relationship effectiveness (b = 
—37, t = —3.72, p « .01). We summarize these results in 
Table 7. 


Overall Discussion 
Covariates 


Of the six covariates we examined, interdependence appears 
to have the most consistent effects on communication given 
its significant relationship with all three communication 
behaviors in Study 2. We found that interdependence was 
associated with increased communication frequency and 
bidirectionality and reduced coerciveness. These findings 
are consistent with previous research that identifies resource 
dependence as a critical internal variable affecting interac- 
tions between marketing and other functional areas (Ruekert 
and Walker 1987).4 Factors that are thought to lead to greater 


4Research in this area provides one explanation for the positive 
correlation between interdependence and RFI (see Table 5). Olson, 
Walker, and Ruekert (1995) assert that labor specialization leads to 
greater functional interdependence, because managers in each 
functional area must rely on specialists from other areas. To the 
extent that functional specialization is associated with greater RFI 
(perhaps because of more narrow training and experience), inter- 
dependence should be associated positively with RFI. 


TABLE 7 
The Effects of Communication Behaviors on 
Outcomes: Study 2 


(N = 72) 

Perceived 
Information Relationship 
Use Effectiveness 

Covariates 

Psychological 
distance (PD) —37"(-3.900  —.37"' (-3.72) 
Relationship length (RL) 13' (1.38)  —01 (—.08) 
Functional power (FP) —07  (—74) 13 (1.26) 
Interdependence (IN) —10 (-.99) .07 (.69) 
Structural flux (SF) —04  (—38) —.01 (—.11) 


Market dynamism (MD) -.09 (-.91) ло (.94) 


Communication Behaviors 


Frequency .19" (1.90) .26" (2.44) 
Bidirectionality 41 (3.77) .28"" (2.42) 
Coerciveness of 

influence attempts a —13 (–1.24) 
Full Model 

R? 51 45 

Adjusted R2 44 .37 

Е 6.91 5.54 
Significance of Е .001 .001 


aNo hypothesis for this term. 
*p < .10 (one-tailed). 

"p < .05 (one-tailed). 

“p < .01 (one-tailed). 


functional interdependence include task difficulty, func- 
tional specialization, and the nature of the strategy under- 
taken by the organization (Olson, Walker, and Ruekert 1995; 
Ruekert and Walker 1987). 

Also of interest in the relationship between marketing 
and engineering personnel is the role of psychological dis- 
tance, which was associated with lower levels of communi- 
cation frequency (Study 1) and bidirectionality (Studies 1 
and 2). Perhaps even more important, psychological dis- 
tance was correlated strongly with both perceived relation- 
ship effectiveness and information use in Study 2. Although 
our results suggest substantial benefits associated with 
reductions in the psychological distance between marketing 
managers and their engineering contacts, we offer two cau- 
tionary insights. The first consideration is that reducing the 
psychological distance between functions (e.g., through hir- 
ing and training programs) could have the unintended effect 
of increasing the frequency of social as well as work-related 
interactions during work hours. Nevertheless, it is possible 
that greater social interaction between marketing and engi- 
neering managers would be beneficial to organizational 
interests. Perhaps more important, decreasing the psycho- 
logical distance within the dyad could lower the probability 
of dramatic new product improvements. By thinking “too 
much alike,” marketing and engineering personnel could 
lose the creative tension that results when managers have 
widely different viewpoints. Additional research is needed 
to explore these issues. 


Relative Functional Identification / 65 


Main Effects 


Previous research has examined integrated goals and norms 
as strategies for increasing interfunctional communication 
and integration (cf. Lawrence and Lorsch 1986; O'Reilly and 
Chatman 1996). The weak and inconsistent main effects of 
these variables in our study suggest that their implementation 
and impact are less clear than previously thought. However, 
two effects that are consistent across both samples are wor- 
thy of note. First, it appears that high-RFI managers are more 
likely to use coercive influence strategies when dealing with 
their engineering contact. These managers seem to view 
coercion as a viable approach to promoting functional inter- 
ests within the organization. Second, the only consistent 
effect of information-sharing norms across both samples is 
on bidirectionality. This finding suggests that the informa- 
tion-sharing norms of the organizations we studied were 
associated more strongly with the creation of an ongoing dia- 
logue between marketing and engineering than with the fre- 
quency of communication. We now turn our attention to the 
studies’ hypotheses related to the impact of managers’ RFI 
on the effectiveness of integrated goals and information-shar- 
ing norms on interfunctional communication flows. 


Relative Functional Identification Moderator Effects 


Seven of ten possible interactions were significant across the 
two samples. We found the most consistent support for bidi- 
rectionality, with all four effects across the two studies con- 
sistent with the hypothesis of strong integrated goals effects 
and weak norm effects for high-RFI managers. The support 
for this variable is perhaps not surprising given the concep- 
tual importance of bidirectionality in interactions between 
marketing and engineering. Bidirectionality reflects the 
extent to which two parties carry on a meaningful dialogue 
or exchange and implies cooperation and collaboration 
between the functions. Bidirectional exchanges are funda- 
mental to understanding between members of the dyad, 
especially when the parties are different in their world 
views. Moreover, though it is easy to imagine situations in 
which frequent communication is unneeded or even dys- 
functional (for a discussion, see Maltz and Kohli 1996) or in 
which coerciveness could have positive or negative effects 
(see Boyle et al. 1992, p. 464; Mohr and Nevin 1990, p. 41), 
it is more difficult to envision contexts in which bidirec- 
tional exchanges would not have a positive impact on inter- 
functional communication. 

We found a significant RFI moderator effect on the coer- 
civeness of influence attempts in both instances in which it 
was hypothesized across the two studies. Integrated goals 
were significantly more likely to stimulate coercive influence 
attempts by high-RFI compared with low-RFI marketing 
managers when dealing with engineering contacts. It appears 
that integrated goals increase coerciveness in high-RFI man- 
agers because they realize that their goal attainment depends 
on the actions of the engineering contact. Consequently, 
high-RFI managers seem willing to attempt coercion to try to 
ensure that the engineering contact complies with their func- 
tional perspective on organizational issues. 

The finding of only one out of four possible RFI inter- 
actions for frequency indicates that high- and low-RFI man- 
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agers respond similarly to information-sharing norms and 
integrated goals related to this variable. High-RFI managers 
were no more or less likely to increase the frequency of their 
communication behaviors because of these strategies, which 
suggests that frequency might not be viewed as a critical 
behavior in terms of promoting functional interests. 


Information Use and Perceived Relationship 
Effectiveness 


Both frequency and bidirectionality had consistent direct 
effects on information use and perceived relationship effec- 
tiveness. Bidirectionality, a variable that is not prominent in 
previous research, appears to be at least as important as 
communication frequency in generating positive interfunc- 
tional outcomes. Promoting communication frequency with- 
out regard for the collaborative dialogue that is represented 
by bidirectional flows appears to be a suboptimal strategy. 
Similarly, a single-minded emphasis on decreasing the coer- 
civeness of influence attempts appears to have no positive 
outcomes for the organization. It could be that the level of 
coerciveness accepted depends on other norms or expecta- 
tions within the organization. Therefore, to the extent that 
coercive interactions are acceptable (or perhaps not unac- 
ceptable) within the organization, they should not affect 
information use or relationship effectiveness. Reducing the 
coerciveness of influence attempts, though perhaps reducing 
conflict in the dyad, also can have unintended consequences, 
such as decreasing the incidence of breakthrough new prod- 
ucts. These issues warrant further study. 


Communication Behaviors 


Prior empirical research on communication between mar- 
keting and other functional areas tends to focus on the fre- 
quency or volume of communication (e.g., Souder 1981). 
However, our results suggest that the effects of mechanisms 
used to enhance interfunctional communication are not nec- 
essarily consistent across communication frequency and 
bidirectionality or the coerciveness of influence attempts. 
For example, we found that RFI had a significantly positive 
effect on the coerciveness of influence attempts across both 
studies but a less consistent effect on the other two commu- 
nication behaviors. One implication of this finding is that 
the previous emphasis on frequency of communication is, at 
best, incomplete. Different managerial actions can affect the 
facets of communication in distinct ways. 


Managerial Issues 


The RFI status of marketing managers appears to have 
practical implications for the management of relationships 
between marketing and engineering personnel. First, inte- 
grated goals might be particularly important for new mar- 
keting managers to the extent that the functional orienta- 
tion of traditional business school training results in high- 
RFI levels. Relative functional identification could be even 
stronger when functional training is combined with a pro- 
fessional career that has been characterized by functional 
job titles and reward systems. Accordingly, organizations 
that are at the early stages of implementing intervention 


strategies designed to improve interfunctional relation- 
ships could benefit most from an emphasis on integrated 
goals created through strategies such as 360-degree perfor- 
mance reviews or team-based reward systems. Ап addi- 
tional benefit of this strategy is that integrated goals can 
play a crucial role in the development of norms that 
improve interfunctional cooperation and coordination (cf. 
O'Reilly and Chatman 1996). Therefore, integrated goals 
could be used profitably in conjunction with other strate- 
gies designed to establish information-sharing norms such 
as co-location. 

Second, the link between RFI and process-oriented orga- 
nizational structures must be considered carefully. One pos- 
sibility is that RFI is high for strong and autonomous func- 
tional departments, whereas RFI might be lower in units that 
rely more heavily on cross-functional teams or other pro- 
ject-based structures. Alternatively, it could be that RFI is 
strong in units that rely on cross-functional teams because 
this identity focus enables managers to maintain a foothold 
in their respective disciplines. Our view at this point is that 
cross-functional teams, project teams, and matrixed organi- 
zations, in general, will lead to less RFI because the indi- 
vidual manager will be rewarded for team play, not func- 
tional isolation. Furthermore, to the extent that the reward 
system and senior managers support a cross-functional 
structure, we expect the effects of RFI to decrease accord- 
ingly. In other words, careful team-based compensation and 
senior management communications should decrease the 
effects of greater functional identification (cf. Jaworski and 
Kohli 1993). : 

Third, it is interesting to speculate that the effectiveness 
of integrated goals and compensation systems also could be 
contingent on the functional area considered. For example, 
Houston (1994) argues that engineering-based functions 
should have stronger functional identification because of 
their specialized knowledge, а relatively longer 
initiation/education period, and the structure of their pro- 
ject-oriented work. Given that this is true, engineering-based 
functions within the organization could be naturally more 
responsive to integrated goals than to information-sharing 
norms. The same conclusion could be reached for personnel 
working in other specialized areas such as marketing 
research and accounting. 


Research Limitations and 
Directions for the Future 


One limitation of our study is its focus on communication 
behaviors and self-reported communication outcomes rather 


than the more tangible outcomes of the interface between 
marketing and engineering-based functions (e.g., number of 
successful new products or product redesigns). Another lim- 
itation of our study is its focus on a single dyad, despite the 
variety of relationships that marketing managers within our 
two samples reported. However, we believe that this 
approach was necessary to increase the accuracy of the 
responses and to facilitate the inclusion of control variables 
that were specific to the types of dyads we studied. 

The research suggests several important opportunities 
for further study. Although the marketing-engineering rela- 
tionship is vital, marketing's communication with other 
areas of the firm is also important and could be different 
because of a variety of factors. Further research is needed to 
examine the interface between marketing and sales and mar- 
keting and manufacturing. Further research also would ben- 
efit from an examination of the RFI variable from the per- 
spective of the engineering contact. For example, it is possi- 
ble that engineers have uniformly more extreme RFI posi- 
tions, which reduce the significance of RFI as a moderator. 
Finally, research is needed on the antecedents to RFI to pro- 
vide guidance to managers as to how to affect this variable. 


Conclusion 


Overall, the results indicate that information-sharing norms 
and integrated goals have very different effects on high- and 
low-RFI marketing managers. In general, marketing man- 
agers who score high on RFI are more sensitive to integrated 
goals, which increase the alignment of functional and orga- 
nizational objectives, and are less affected by organiza- 
tional-level information-sharing norms. High-RFI managers 
appear to adjust their communication behaviors most when 
the focus is on the outcomes (i.e., the objectives desired by 
the organization) rather than the communication behaviors 
thought to lead to these outcomes. Conversely, low-RFI 
managers tend to be more sensitive to the more informal and 
implicit demands of the organization to freely exchange 
information with other functions. ' 

We believe that the introduction of RFI to the marketing 
literature is an important first step toward understanding the 
role of group identities within organizations. It seems quite 
likely that RFI affects a variety of interfunctional interac- 
tions such as those related to marketing strategy formula- 
tion, decision making, and implementation. Further research 
on RFI and other social psychological variables should pro- 
vide significant insights into the nature and extent of mar- 
keting's contribution to firm success. 


APPENDIX A 
Item List 





Psychological Distance? (new scale based on Gupta, Raj, 
and Wilemon 1986; reverse coded) 


The engineering contact and ! are similar in terms of... 
the time it takes to make a decision. 
our tolerance for risk. 
how much we focus on technology. 
our understanding of customers. 


our decision-making style.* 
our belief that there is always a "right" answer." 


Relationship Length (new scale, converted to total months) 


How long have you known the Engineering contact? 
years and. months 
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Functional Powerb (new scale based on Salancik and Pfef- 
fer 1977) 


In my division Marketing... 
is one of the most powerful functions. 
is a significant contributor to our success. 
receives more resources than other functions. 
Most people in my division have respect for Marketing. 


Interdependence‘ (adapted from Ruekert and Walker 1987) 


For Engineering to accomplish its goals and responsibilities 
(at your Strategic Unit), how much does | need Marketing's: 
Resources (e.g., personnel, equipment, information). 
Supports (e.g., advice or technical assistance). 
Outputs (е.д., new product designs). 


For Marketing to accomplish its goals and responsibilities (at 
your Strategic Unit), how much does it need Engineering's: 
Resources (е.д., personnel, equipment, information). 
Supports (е.д., advice or technical assistance). 
Outputs (e.g., new product designs). 


Structural Fluxb (adapted from Maltz and Kohli 1996) 


The way we do things at our Strategic Unit keep changing. 

You can never tell when you're going to have a new boss 
around here. 

You never know when your Job Is going to change at our 
Strategic Unit." 

The only thing you can be sure of at our Strategic Unit is 
that something is going to change. 

l'm always evaluated based on the same степа.“ 

It seems like we're always reorganizing. 


Market Dynamismf (adapted from Maltz and Kohli 1996) 


Please indicate how quickly the following factors change in 
the market in which your Strategic Unit operates. 
Competitor's products. 
Customers' preferences for product features. 
Competitors' selling strategies. 
Competitors' promotion/advertising strategies. 
The price customers expect to pay." 


Integrated боа!89 (new scale) 


To what extent does your overall compensation depend on 
each of the following: 
Your division's performance. 
Your project group's performance. 
The company's performance. 
Your contribution to other functions in the division (e.g., 
product development, manufacturing). 


Information-Sharing Norms? (new scale) 


Everyone believes that sharing information is important. 

There is a tradition of interfunctional communication. 

Information sharing between functions is strongly 
encouraged. 

Managers of different functions are expected to share 
information. 

In this division no one seems to care about sharing infor- 
mation with other functions. (reverse coded)* 


Relative Functional Identificationc (new scale) 


First and foremost, | think of myself as a person. 

If | had to make a choice between doing what was best for 
the marketing function or for the division, | would do 
what was best for Я 

Вепда person is "part of who | am.” 

It's important to me that | am part of the 
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Communication Frequency (adapted from Maltz and Kohli 
1996) 


Over the past month, how often did you communicate with 
the engineering contact about work-related matters in each 
of the following ways. Please circle the appropriate response. 
If a method is not used at all, please circle 9. (The scale 
choices were once, 2-3 times per month, 1—3 times per 
week, 4—5 times per week, daily (indicate times per day), and 
not used.) 


Written 
Memos 
Reports 
Fax machine 


Oral 
Formal group meetings 
Scheduled one-to-one meetings (face-to-face) | 
Impromptu face-to-face conversations (е.д.,лп the hall) 
Scheduled one-to-one phone conversations 
Impromptu one-to-one phone conversations 
Voice mail 
Teleconferencing 


Electronic 
MSG 
FIM 
Electronic group conferences 


Bidirectionalityb (based on Mohr and Nevin 1990) 


| always respond to communication from the engineering 
contact.* 

The engineering contact always responds to my commu- 
nication. 

We have great dialogues. 

We exchange e-mail frequently.* 

S/he provides a lot of feedback. 

There's a lot of two-way communication between me and 
the engineering contact. 


Coercive Frequency (adapted from Frazier and Summers 
1984; Gundlach and Cadotte 1994) 


When | try to influence the engineering contact I... 
offer him/her something in exchange for compliance. 
tell her if s/he doesn't comply | will go over his/her head. 
suggest negative consequences if s/he doesn't comply. 
simply pull rank and tell him/her what to do.** 


Non-coercive Frequency? (adapted from Frazier and Sum- 
mers 1984; Gundlach and Cadotte 1994) 


When | try to influence the engineering contact |... 
suggest compliance is in his/her best interest. 
contend that compliance is a “win-win” situation. 
tell him/her compliance is best for the division. 
make it clear that not complying will result in reduced 
business.** 
exchange information with him/her.** 


Perceived Relationship Effectlveness® (adapted from 
Ruekert and Walker 1987) 


To what extent... 

have you had an effective working relationship with the 
engineering contact? 

has the engineering contact carried out his/her responsi- 
bilities and commitments to you? 

do you feel you relationship with the engineering contact is 
productive? > 

is the time and effort spent developing and maintaining this 
relationship worthwhile? 

are you satisfied with your relationship? 


Information Useb (adapted from Anderson, Ciarlo, and 
Brodie 1981) 


Information | send to the Engineering contact... 
leads to concrete actions. 


shapes policies in the engineering function. 

affects our Strategic Unit's new product efforts. 
influences his/her understanding of the marketplace. 
affects his/her productivity. 

is rarely used. (reverse coded) 





“Denotes an item was dropped. 

“Denotes an item was added for Study 2. 

*five-point very infrequently-very frequently Likert scale. 
bfive-point strongly disagree-strongly agree Likert scale. 


five-point semantic differential scale, anchored by division and marketing. 


five-point very Irttie-very much Likert scale. 
efive-point no extent-great extent Likert scale. 
five-point very slowly-very quickly Likert scale. 
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Quality 


Tier Competition: How Price 


Change Influences Brand Choice 
and Category Choice 


The authors demonstrate that competition among brands in different quality tiers can be asymmetric both in brand 
choice ("what") and in category choice ("whether"). They also investigate how competition among quality tiers is 
affected by the direction of price changes (increase or decrease). Empirical findings from four scanner panel data 
sets consistently show that with price reduction, high-quality brands gain more than do low-quality brands both in 
"what" and "whether" decisions. Furthermore, high-quality brands are less vulnerable to losses when prices are 
increased. The authors conclude with implications for understanding quality tier competition and developing price 


promotional strategies. 


frequently purchased consumer products have 

increased dramatically in the past decade, with many 
companies spending more on promotions than they do on 
advertising (Blattberg, Briesch, and Fox 1995). Understand- 
ing the effects of price promotional strategies has become 
important with the growing success of private-label brands. 
Indeed, the increasing presence of private-label brands 
means that brands belonging to different quality tiers now 
compete with one another through price promotions. Man- 
agers of national brands must understand the exact nature of 
the impact of private-label brands to compete effectively in 
the marketplace (Quelch and Harding 1996). 

Previous research on quality tier competition focuses on 
brand switching between high- and low-quality brands (i.e., 
the “what” aspect). Evidence from these early studies sug- 
gests that quality tier competition is asymmetric—that is, 
consumers respond to price promotions more to “switch up” 
than to "switch down" quality tiers (e.g., Blattberg and Wis- 
niewski 1989). These findings could be explored further by 
considering the category purchase aspect of the consumer 
choice decision. The incidence aspect of purchase behavior, 
the “whether” decision, is the choice to buy the product cat- 
egory now or later (Guadagni and Little 1987). Manufactur- 
ers are typically more interested in the “what” aspect, and 
retailers in the "whether" aspect, but investigating how 


N ational brand expenditures on sales promotions for 
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asymmetric competition works in both of those dimensions 
could have very different implications. For example, the 
dominance of the “what” aspect calls for strategies to attract 
customers from other brands; dominance of the “whether” 
aspect, however, indicates that the competition is not direct. ! 

Past research shows the relative advantages of high- 
quality brands over low-quality brands when prices are cut; 
however, the effects of price increases have not been exam- 
ined. A separate and independent stream of research on 
responses to price changes establishes that consumers in fact 
do respond differently to price increases and decreases (e.g., 
Winer 1986). Consequently, research on quality tier compe- 
tition could benefit by incorporating the differential 
responses to price increase and decrease. 

Therefore, the purpose of this study is to examine the 
following: 


*asymmetries in brand choice (“what” aspect) and in category 
choice (“whether” aspect) and 

edifferences in asymmetries in the “what” and “whether” deci- 
sions for price decreases and increases. 


An accurate and complete understanding of interbrand 
competition is essential for making sound managerial deci- 
sions. Previous studies offer important initial insights into 
the presence of asymmetric quality tier competition. How- 
ever, the decomposition of asymmetry into "what" and 
“whether” aspects and a fuller understanding of asymmetric 


1Although “how much to buy” is also an interesting issue, it is 
less critical when examining interbrand effects (as opposed to 
intrabrand effects, which are not the focus of the study). The avail- 
able empirical evidence shows that the purchase quantity decision 
might not have a significant effect on the nature of asymmetric 
competition. For example, Krishnamurthi and Raj (1988) demon- 
strate that in quantity decisions, unlike choice, only own-price 
effects are important; cross-price effects are not. Also, in two of the 
four product categories analyzed in our study, approximately 9596 
of the purchases were single-unit purchases, which makes the 
"how much" aspect less important. 
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competition for direction of price changes provide а more 
comprehensive picture of the effect of price promotions. 
This will be useful for managers in deciding appropriate 
brand pricing and promotional strategies. 

We use scanner panel data for four product categories 
(ketchup, soup, yogurt, and crackers) in the empirical analy- 
sis. In the next section, we present a brief review of the lit- 
erature and a discussion of the key research issues. The sub- 
sequent section describes the data sets, model development, 
and empirical analyses. After summarizing our results, we 
discuss their significance for marketing managers. 


Background and Research Issues 


Asymmetric Response to Price Changes In the 
“What” Aspect 


Blattberg and Wisniewski (1989) study four frequently pur- 
chased product classes using store-level sales data. They 
find that price reductions for high-quality brands induced 
consumers to switch "up" to those brands, but price reduc- 
tions for low-quality brands did not induce the same level of 
switching "down." Similar results are reported by Allenby 
and Rossi (1991), who use scanner panel data for one fre- 
quently purchased product class. Hardie, Johnson, and Fader 
(1993) conclude that reference dependence and loss aver- 
sion (Kahneman and Tversky 1979) can result in a high- 
quality brand benefiting more from a price reduction than a 
low-quality brand. These studies suggest an asymmetry in 
consumer responsiveness to price reductions between high- 
quality and low-quality brands. Consistent with past 
research, we study equal percentage price changes. For sim- 
plicity, we use the phrase equal price change to denote this. 

Although these studies make inferences about how con- 
sumers respond to price decreases, they do not examine the 
implications for price increases. Other research, though 
unrelated to quality tiers, provides evidence that consumers 
in fact do respond differently to price increases and 
decreases (e;g., Winer 1986). Therefore, it can be argued 
that consumer responses to price changes by high- and low- 
quality brands can differ according to the direction of the 
change. 

Specifically, a price decrease by a high-quality brand H 
enhances the brand's attractiveness because it leads to a 
higher utility and also gives consumers the opportunity to 
move from a lower to a higher quality (which is desirable 
from a psychological perspective). That is, a price reduction 
by a high-quality brand offers something more than mere 
substitution. А price decrease by low-quality brand L also 
increases the brand's attractiveness because of its reduced 
price, but it does not generate any additional favorable qual- 
ity effect (moving from high to low quality does not have 
any favorable psychological connotation compared with the 
opposite). This leads to an asymmetry in response to price 
decreases that favors brand H over brand L: 


Hj: In the “what” decision, consumers respond more favorably 
to a price decrease for a high-quality brand than they do to 
a price decrease for a low-quality brand. 


In the opposite situation, a price increase by brand L 
reduces its attractiveness and lowers its utility. For brand 
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H, a price increase reduces utility, but a basic desire for 
quality is likely to inhibit movement away from higher 
quality. This argument is. consistent with Quelch and 
Harding's (1996) observation that national brands could 
gain more from a price decrease than they lose from a 
price increase. In other words, high-quality brands could 
be less vulnerable than low-quality brands to a price 
increase. 

The advantage for the high-quality brand can manifest 
in two ways. In one case (the most desirable from the per- 
spective of the high-quality brand), brand H could lose 
less than brand L from a price increase because brand L 
does not benefit from the inertia stemming from quality. 
Alternatively, even if the high-quality brand loses more 
sales than a low-quality brand when the price goes up, the 
additional loss might be small in relation to the asymmet- 
ric gain it achieves when its price falls by an equal 
amount. Because we are considering short-term price 
changes in which price increases could follow price 
decreases, the high-quality brand still benefits more over- 
all. On the basis of the preceding argument, we propose 
the following hypotheses to summarize the advantage of 
the high-quality brand over the low-quality brand from a 
price increase: 


H34: In the “what” decision, consumers respond less unfavor- 
ably to a price increase for a high-quality brand than they 
do to a price increase for a low-quality brand. 

H»: Even if a high-quality brand loses more during a price 
increase than a low-quality brand, the high-quality 
brand's asymmetric loss from the price increase is smaller 
than is its asymmetric gain from a price decrease. 


Asymmetric Response to Price Changes In the 
"Whether" Aspect 


Studies on quality tiers focus primarily on brand choice— 
the “what” aspect. However, other research modeling pur- 
chase behavior demonstrates the importance of including 
the "whether" aspect (e.g., Guadagni and Little 1987). Mod- 
eling the "what" aspect could reveal the consumer's final 
choice, but it does not help in understanding the decision- 
making process behind the choice to buy now rather than 
later. 

If consumers are reluctant to accelerate the timing of 
their purchases during a promotion for a particular brand, 
when they later make the “what” decision (when the promo- 
ton is no longer in effect) they will view that brand less 
favorably than they would if it were still on sale. In contrast, 
if price promotions do induce consumers to accelerate their 
purchases, a promotion strategy could have an even stronger 
market impact. It will attract not only consumers who plan 
to buy the product category at that time, but also those who 
would otherwise buy later and perhaps choose a competing 
brand in the absence of a promotion. 

Consequently, consumer acceleration of purchases can 
benefit the promoted brand by preempting the choice of 
competitors later when the brand has no price inducement to 
offer. The issue of interest, therefore, is this: If promotions 
do indeed affect purchase timing, do the effects differ across 
high- and low-quality brands? Totten and Block (1987), for 
example, refer to “cherry pickers,” who buy only high-qual- 


ity brands or none at all. For these consumers, price promo- 
tions for brands in different quality tiers could differ in their 
ability to influence purchase timing. 

In addition to the substantive reasons for incorporating 
the "whether" decision in our analysis, from a methodolog- 
ical perspective, ignoring it can lead to incomplete—or 
sometimes incorrect—inferences. The reason is that all the 
Observed asymmetry among brands is assumed to result 
from asymmetry in the “what” aspect of the purchase deci- 
sion, even though some of it could arise from asymmetry in 
the “whether” decision. 

Previous studies on quality tiers provides the initial 
insights into the presence of asymmetric quality tier com- 
petition. However, a more ‘comprehensive view is 
obtained when we consider the effect of price changes on 
the “whether” decision. Allenby and Rossi (1991), for 
example, focus on the “what” aspect. Blattberg and Wis- 
niewski (1989) use aggregate sales data that combine the 
“what” and “whether” components of purchase behavior, 
but any inferences about the effects of price changes 
include both aspects, and hence the two effects cannot be 
isolated. 

Following Guadagni and Little’s (1987) approach, we 
frame the consumer’s decisions in terms of whether to buy 
the product now or later and which brand to buy if the pur- 
chase is made now. In the now/later (the “whether’”) deci- 
sion, the relevant factors are the consumer’s current inven- 
tory of product and the brands’ other characteristics such as 
price and quality. If a brand offers a price reduction, the con- 
sumer can decide to take advantage of it despite any inven- 
tory on hand. 

That option could be especially attractive if the brand is 
of high quality. High-quality brand H therefore has two fac- 
tors working in its favor to induce category choice now 
rather than later. For low-quality brand L, though, the only 
favorable factor is the price reduction. The implication is 
that a price reduction by brand H is more likely to induce 
category choice than is a price reduction by brand L: 


H3: In the category purchase timing, or "whether," decision, 
consumers respond more favorably to a price decrease for 
a high-quality brand than to a price decrease for a low- 
quality brand. 


A price increase for brand H makes the category 
choice unattractive at that time. However, when compared 
with the same price increase by brand L, its negative 
impact is mitigated by the higher quality of brand H. 
Therefore, in the “whether” aspect as well, the asymmetry 
favors high quality. Even if brand H loses more than brand 
L from a price increase, the situation still favors brand H 
as long as the asymmetric loss is smaller than the asym- 
metric gain from the comparable price decrease. Conse- 
quently: 


Нда: In the “whether” decision, consumers respond less unfa- 
vorably to a price increase for a high-quality brand than to 
a price increase for a low-quality brand. 

Ha: Even if consumers respond somewhat more unfavorably 
to a price increase for a high-quality brand than to a price 
increase for a low-quality brand, the asymmetric loss is 
smaller than is the asymmetric gain from a price decrease 
for the high-quality brand. 


Empirical Analysis 


We used purchase data from scanner panels for ketchup, 
canned soup, yogurt, and saltine crackers in the empirical 
analysis. The A. C. Nielsen data on the first three products 
are from Sioux Falls, S. Dak.; the Information Resources, 
Inc. data for crackers are from Williamsport, Penn. The data 
sets include information on weekly shopping trips and pur- 
chase histories for households, prices paid and faced for 
each brand, promotional details such as features and in-store 
displays, and demographic information such as family size 
and income. Of the 104 weeks of data, we used 26 weeks of 
data for initialization and the remaining 78 weeks of data for 
estimation. (For the details of data management, see Appen- 
dix A, Section A.) 

We classified brands into two categories: national brands 
and private-label brands. At a managerial level, a classifica- 
tion into these categories is useful for understanding the 
dynamics in the marketplace because the two categories are 
distinct in terms of marketing, pricing, advertising, and so 
on (see, e.g., Quelch and Harding 1996). Understanding 
competition between them is interesting in itself and can 
provide valuable insights. In addition, we next discuss a 
conceptual rationale for brand classification. Subsequently, 
we provide empirically based evidence supporting the rea- 
sonableness of our classification scheme. 


Conceptual Rationale for Classification of Brands 


The discussion of quality of national brands versus private- 
label brands must focus on consumer perceptions rather than 
on objective quality. Although it is possible to identify a few 
exceptions in which private-label brands could be consid- 
ered to be of superior or equal quality as national brands, as 
Quelch and Harding (1996, p. 102) argue, a majority of con- 
sumers perceive national brands as offering “comfort, secu- 
rity and value.” There are conceptual reasons to argue that in 
general, private-label brands are perceived to be of lower 
quality than national brands. 

First, Quelch and Harding (1996) note that though -pri- 
vate-label brands have garnered much media attention, the 
best sales performance of private labels was only 17% dur- 
ing the recession of 1981-82 (in 1994 it was 14.8%). This 
remarkable stability in private-label brands’ sales in spite of 
“dramatic developments and changes in both the conduct 
and structure of the grocery industry” is also supported by 
Hoch (1996, p. 93). 

Second, private-label brands are typically priced lower 
than national brands. If consumers perceive private-label 
brands to be of a higher or even equal quality as the national 
brands, simple consumer behavior theory will predict the 
overwhelming sales of private-label brands (higher quality 
at a lower price), which is not borne out by sales data dis- 
cussed by Hoch (1996) and Quelch and Harding (1996). 

Third, Hoch (1996, p. 93) notes that “there is an obvious 
negative relationship between income and private label pur- 
chasing, ... confirming that the private label product satisfies 
economist’s definition of a classic inferior good.” Therefore, 
we can argue that consumers buy private-label brands not 
necessarily out of choice or preference (on the basis of supe- 
rior perceived quality) but because they cannot afford to buy 
a high-quality brand and therefore must “make do” with a 
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lower-quality product. The income effect explanation for 
asymmetric quality tier competition advanced by Allenby 
and Rossi (1991) provides further support for this reasoning. 


Method 


We used the well-known nested logit methodology in the 
empirical analysis (e.g., Ben-Akiva and Lerman 1985; 
Guadagni and Little 1987). By clustering similar alterna- 
tives (thereby allowing correlation of their errors), the model 
overcomes the independence from irrelevant alternatives 
problem when analyzing alternatives that are similar within 
a group but different across groups. For the analysis here, we 
assume the consumer decision process to consist of choices 
to be made from the available alternatives in three stages: 
*Category choice (the “whether” aspect—alternatives: pur- 
chase or nonpurchase), 
*Quality choice (given the decision to purchase the category— 
alternatives: high or low quality), and 
*Brand choice (the “what” aspect—alternatives: brands). 


At each stage, the multinomial logit model specifies the 
probability of choosing an alternative from the available set 
of alternatives. The probability is a function of the utilities 
derived from each alternative. Also note that the estimation 
process begins at the-most detailed choice decision (i.e., 
brand choice) and ends at the most general choice decision 
(i.e., category choice). 

The model specifies the probability of purchasing a 
high-quality brand (given quality choice given category 
choice) as 


exp (Um) 
wE == 


У ер (Оң) | 


j=l 


Prob (H/H/P) = 


where Оң, is the deterministic component of utility associ- 
ated with high-quality brand Hj. This utility component con- 
sists of variables influencing the choice of the brand. The 
expression for the probability associated with purchasing 
brand L; is analogous. The probability of choosing high 
quality (conditional on the decision to purchase the cate- 
gory) can be expressed as 


exp (Он) 
ехр Јн) + exp(U,) 


where Ug is the deterministic component of the utility asso- 
ciated with high quality. The expression for low quality 
choice is similar. The probability of category purchase 
choice is expressed as 


Prob (H/P) = 


exp (Up) 


SESS UP EXE) 


and the probability of nonpurchase is expressed similarly. 
Next, we present the deterministic component of utility 
functions used in model estimation: 


Brand choice given quality choice given purchase (stage 1) 


Он = оп + оонЅНАВЕн;  G34 DISPLAY pi 
+ однЕЕАТОКЕц, + O5y/nPRICEy, 
+ ан О ig, /nPRICEDEC,, + ан нипРЕЈСЕМ Син 
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where 


Uy, = the utility derived from brand Н,, 
a's = parameters to be estimated, 
SHARE; = brand share of H,, 
DISPLAY, = in-store display of brand H,, 
FEATURE}, = feature advertisements for brand H,, 
PRICE, = price of H, 
PRICEDEC,, = decrease in the price of H, 
PRICEINC, = increase in the price of H,, 
"Рун, = | if PRICEDECy, > 0, else Рн, = 0, and 
Ini -lif PRICEINCy, > 0, else Пн =0. 


The constant term for one alternative in each model must 
be normalized to zero to make the model estimable. The 
utility functions for low-quality brands are similar: 


Quality choice given purchase (stage 2) 
Он = Bin + 25НАКЕн + B3INCVALUE, + B4INCOME 
UL = ЗНАКЕ, + B3INCVALUE;. 
where 


Uy = utility from high-quality tier, 
U, = utility from low-quality tier, 
B's = parameters to be estimated, 
SHARE; = share of high quality, 
SHARE, = share of low quality, 
INCVALUEy = inclusive value of high-quality tier, 
INCVALUE, = inclusive value of low-quality tier, and 
INCOME = family income. 


Purchase and nonpurchase (stage 3) 


Up = yy + YSHAREp + y3INCVALUEp + y4FAMSIZE 
+ YsINCOME + Y; INVENTORY 


Un = ®SHAREN 
where 


Up = utility from category purchase, 
Uy = utility from nonpurchase, 
Y's = parameters to be estimated, 
SHAREp = share of category purchase, 
SHARE; = share of nonpurchase, 
INCVALUE> = inclusive value of category purchase, 
FAMSIZE = family size, 
INCOME = family income, and 


INVENTORY = inventory of category in hand on the purchase 
occasion. 


We present descriptions and operationalizations of variables 
and details of the estimation procedure in Appendix A, Sec- 
tion B. 


Measures of Asymmetry 


A model of symmetric competition assumes that the 
response to a price change (cross-price effect) is the same 
whether the change is made by a high-quality brand or a 
low-quality brand. Asymmetry, in contrast, allows for dif- 
ferences in responses. Measures of asymmetry therefore 
must capture deviations from what would have been 
obtained with a model that assumes symmetry. The use of 


cross-elasticity as а measure of interbrand competition is 
inappropriate because it is a function of the market share 
of the brand being considered. Differences in cross-elas- 
ticities can result from differences in market shares rather 
than responsiveness. Therefore, we use movements in 
choices among alternatives to overcome the problem. Fur- 
thermore, because we want to decompose the extent of 
asymmetry into "what" and "whether" aspects, we need 
two measures of asymmetry. For a price decrease, estimat- 
ing a model assuming symmetry would result in (1) equal 
choice share point gains for high- and low-quality brands 
in the “what” aspect when their respective prices are low- 
ered and (2) proportional choice share point gains for high- 
and low-quality brands in the "whether" aspect when their 
prices are lowered. Any deviation from these conditions 
would indicate asymmetry, and the extent of deviation 
would enable us to infer the degree of asymmetry. We pre- 
sent details of the specific rationale and method used to 
develop measures of asymmetry and their testing in 
Appendix A, Section C. 


Results and Discussion 


We report the estimation results in Table 1. 02, or pseudo- 
R2, a measure of fit defined as 1 — Log-likelihood(B)/Log- 
likelihood(0) (e.g., Guadagni and Little 1983) ranges from 
.25 to .61 for category choice, .45 to .74 for quality choice, 
and .17 to .78 for brand choice. 

From a theoretical perspective, the coefficient of the 
inclusive value (as described in Appendix A, it is the nat- 
ural logarithm of the denominator of the next lower level 
of the choice tree) must be in the interval 0—1 (Ben-Akiva 
and Lerman 1985). This coefficient is an index of how the 
impact of marketing variables is carried over from one 
level of decision making to the next, because the nested 
logit framework implies that alternatives within a nest are 
more similar to each other than the alternatives outside the 
nest. In all four data sets analyzed, the coefficients of the 
inclusive value are within the acceptable range of 0-1. 
This provides face validity for the specification of the 
models. The coefficients of the inclusive value in the third 
stage are statistically significant in all four product cate- 


gories, which thereby shows that modeling the nonpur- - 


chase option (the "whether" aspect) significantly affects 
the results. 

In addition, we investigate the usefulness of modeling 
price increase and price decrease by estimating a model 
without price increase or decrease. To conserve space, we do 
not report the estimation details. The models incorporating 
the direction of price changes performed significantly better 
in three of the four product classes (the exception being 
yogurt). Because our focus is on the impact of price changes 
and the asymmetric responses to these changes, we do not 
discuss the other model coefficients we estimated. 

Previously, we provided a conceptual rationale for the 
classification of brands into national brands and private- 
label brands. The classification also can be justified on more 
formal grounds on the basis of the estimated coefficients 
(this is similar to a manipulation check). The estimated con- 
stant terms in Table 1, which reflect the "intrinsic attractive- 


ness of an alternative" after adjusting for other variables (see 
Russell and Kamakura 1994, p. 291), provide validity for 
our classification as discussed in Appendix A, Section D. 


Evidence for Asymmetry 


The first issue discussed is whether there is asymmetric 
response to price changes between high- and low-quality 
brands. We applied the formulas developed in Appendix A 
to measure the existence of asymmetric competition. 
Because we consider both “what” and "whether" aspects, 
we needed a common unit to measure the impact of price 
changes. Consequently, we used share of choices from the 
total potential occasions or opportunities (which includes 
nonpurchase as an alternative) rather than brand share 
(brand choice given category choice). This approach enables 
us to assess how much asymmetry in choice results from the 
impact on the “whether” decision compared with the “what” 
decision. It is analogous to focusing on the “size of the 
slice” rather than only on the “fraction of the pie,” allowing 
for growth of the “pie” itself. Because the base is the oppor- 
tunity to purchase the product category, some of the num- 
bers computed here appear to be small in magnitude, though 
they are substantial from a manager’s point of view. To pro- 
vide an idea about the managerial significance of these num- 
bers, we report the asymmetries in both choice share units as 
well as equivalent market share units. 

We report these results in Table 2. All the measures of 
asymmetry are significant at p < .01 except the one for the 
“whether” aspect for price increase in ketchup (significant at 
p < .025) and the one for the "what" aspect for price increase 
in yogurt (not significant). For ketchup, the base choice 
share for H; is 8.570% and that for Ц, is .964%. Note that 
these are choice shares and therefore small for any one 
brand in comparison with the share of nonpurchase 
(89.014906). Brand shares (i.e., given that a category choice 
has been made) are 78.008% for H; and 8.775% for Ц. 


Results for Ketchup 


We examine the response to price reductions in the "what" 
and the "whether" decisions, and then we discuss asymmet- 
ric impacts of price increases. We used a 1096 change in 
price because it is typical of the data. In this model, asym- 
metry is defined for price changes that are equal in terms of 
percentage. Ín Figure 1, we show relevant numbers for 
ketchup from section I of Table 2 to facilitate discussion. 
(As explained in Appendix A, the numbers were calculated 
for individual observations and then averaged; therefore, 
some numbers might not add up because of rounding.) 
Changes in choice share are stated in terms of percentage 
points. When H, reduces price, it gains .108 choice share 
point from 1. (part a of Table 2). However, when 1. reduces 
price, it attracts only .055 choice share point from H, (part 
b of Table 2). In part c of Table 2, the difference of .052 
choice share point is shown as a measure of the asymmetric 
power of Н; over L,. If H; and L; were equally capable of 
attracting choice shares from each other (i.e., symmetry in 
the “what” aspect), this entry in the table would be zero. 
Therefore, a positive number indicates that H, has an asym- 
metric advantage over L, in the “what” aspect. 
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TABLE 2 


Movements and Measures of Asymmetry for a 10% Price Change 





Price Decrease 


Price Increase 





1. Ketchup (Base choice shares: Н; = 8.570; L, = 0.964; Nonpurchase = 89.014) 
8. when H, changes price 

movements measured in choice shares .108 from L, to Н; 
11.015 from N to H4 
b. when L, changes price 


movements measured in choice shares .055 from H; to L, 


.408 from N to L, 

what whether total 
c. measures of asymmetry .052 6.175 6.227 
d. measures of asymmetry In market share points .473 56.187 56.660 


li. Soup (Base choice shares: H, = 5.073; L4 = 2.499; Nonpurchase = 71.640) 
8. when H4 changes price 
movements measured in choice shares .230 from L, to H4 
2.305 from N to Н; 
b. when L, changes price 
movements measured in choice shares .126 from H, to L, 


.579 from N to L, 


what whether total 
c. measures of asymmetry? .104 .974 1.078 
d. measures of asymmetry in market share points .367 3.434 3.801 


IIl. Yogurt (Base choice shares: H4 = 3.079; L, = 15.579; Nonpurchase = 75.744) 
a. when H4 changes price 
movements measured in choice shares -383 from L4 to H4 
.264 from N to Н; 
b. when L; changes price 
movements measured in choice shares .064 from Hı to L, 


197 from N to L, 


what whether total 
c. measures of asymmetry2 .319 .211 .530 
d. measures of asymmetry in market share points 1.315 .870 2.185 


IV. Crackers (Base choice shares: H4 = 3.555; L, = 6.267; Nonpurchase = 88.895) 
a. when H, changes price 
movements measured in choice shares .277 from L; to H4 
1.677 from N to H; 
b. when L, changes price 
movements measured in choice shares .068 from H; to L4 


.699 from N to L, 


what whether total 
c. measures of asymmetry? .209 1.224 1.433 
d. measures of asymmetry in market share points 1.882 11.022 12.904 


.017 from H; to L; 
1.408 from H, to N 


.022 from L; to H, 
146 from L; to N 


what whether total à 


.004 .060* .064 
.036 546 .582 


.040 from H; to L4 
.368 from H; to N 


.037 from L; to Hy 
.162 from L; to N 


what whether total 


—.004  —052  —.056 
—014  Á —183  —197 


.047 from Н; to L; 
.034 from Н; to N 


.049 from L; to Н; 
.166 from L, to N 


what whether total 
.002** —005  —.003 
.008 —021  —012 


.008 from Н; to L, 
.070 from H; to N 


.151 from L4 to H4 
1.482 from | to N 


what whether total 
.144 .623 .767 
1.297 5.610 6.907 


ти ХИ И ИК ____.- =. _____--________________ ul MEE 
aSome numbers might not add up because of rounding. All the numbers are significant at p « .01 except the one marked by * 


(significant at p « .025) and the one marked by ** (not significant). 


In the "whether" decision, a price reduction by Hj 
results in H, gaining 11.015 choice share points by inducing 
movement from nonpurchase, whereas the same decrease by 
L, garners only a .408 point choice share gain from nonpur- 
chase. The measure of asymmetry for the “whether” portion 
of the purchase decision is captured by the difference in pro- 
portionate gains by H; and L} (as noted in the discussion of 
measures of asymmetry and in Appendix А). Under sym- 
metric competition, Ну should have gained only 4.840 
choice share points. Once again, Н gains more than L}. 


This gain of 6.175 choice share points is shown in part c of 
Table 2. Finally, the overall asymmetric gain for H, com- 
pared with L, when both “what” and "whether" are included 
is 6.227 choice share points. 

From these results for ketchup, it can be concluded that 
for a price reduction Н, gains more than L; both in the 
“what” and the “whether” decisions. Moreover, the asym- 
metry is even more pronounced in the "whether" aspect. 

For a price increase, Н; loses .017 choice share point to 
L, , whereas L, loses .022 choice share point to H, attribut- 
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FIGURE 1 
Choice Share Movements for 10% Price Change (Ketchup) 


Price Decrease 


—m). Price decrease by H, (= Price decrease L, 


C») ( 11.015% 


Nonpurchase 
055% 108% 


q— 


Price Increase 
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able to the “what” decision. This results in an asymmetry 
measure of .004 choice share point favoring H, (part с of 
Table 2). In the “whether” decision, H; loses 1.408 choice 
share points to nonpurchase, and L, loses .146 choice share 
point. Under symmetric competition, H, should have lost 
1.468 choice share points. Therefore, this results in an asym- 
metry measure of .060 choice share point benefiting Н|.. 
Once again, H, shows an asymmetric ability to hold onto 
consumer choices with an overall asymmetry measure 
(including “what” and whether") of .064 choice share point 
in its favor. It must be noted that though the illustration 
focuses on H; and 11, similar results can be obtained for 
competition between H, and L}, Нз and Ly, and so on. 


Results for Other Product Categories 


We also report the results for other product categories in 
Table 2. The measures of asymmetry are reported in part c of 
the results for each category. Note that for price reductions 
the measures of asymmetry are all positive, which indicates 
that Н, has an asymmetric advantage. During price increases, 
measures of asymmetry show advantage for high-quality 
brands of ketchup and crackers. For soup and yogurt, the 
measure is small but negative, which would indicate that Н; 
does not have an advantage over L}. In these cases, however, 
we then compare H,’s advantage over L, in a price decrease 
to see whether the extent of H,'s asymmetric advantage dur- 
ing a price decrease is greater than its disadvantage in a price 
increase. For these two categories, the results imply that 
though H, has a disadvantage in a price increase, it is more 
than compensated for during a price decrease. 

The conclusion from all four categories is that national 
brands do perform better than the private-label brands. 
Compared with private-label brands, they have significant 
advantages during price décreases, and in two product cate- 
gories they also are less vulnerable during a price increase. 
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Role of Category Choice and Direction of Price 
Changes 


A major finding of-our study is that a significant component 
of asymmetry in quality tier competition is contributed by 
consumers who alter their category purchase patterns when 
prices change. In three of four product categories (yogurt 
being the exception), a price decrease resulted in an asym- 
metric gain to the high-quality brands due to the “whether” 
aspect that is greater than the asymmetric gain due to the 
“what” aspect; for soup and ketchup, it is many times 
greater. For example, for a decrease in the price of ketchup, 
the asymmetric gain for H, is 6.175 choice share points in 
the "whether" aspect and only .052 choice share point in the 
"what" aspect. This finding implies that, apart from being 
able to compete asymmetrically with low-quality brands by 
attracting their consumers, high-quality brands have a much 
greater ability to induce consumers to change their category 
purchase timing. The dominance of the “whether” aspect in 
the results also lends more formal support to the notion of 
"cherry pickers" (e.g., Totten and Block 1987). 

Previous research (e.g., Blattberg and Wisniewski 1989) 
shows that price reductions for national brands are more 
effective in attracting consumers away from low-quality 
brands than vice versa. We find this to be true. In addition, 
the results show that high-quality brands tend to be less vul- 
nerable than low-quality brands to price increases. If the 
direction of price changes is not incorporated, the measures 
of asymmetry will be the same in magnitude and opposite in 
direction for price increases and decreases, which leads to 
the conclusion that high-quality brands suffer an asymmet- 
ric disadvantage during price increases. 


Managerial Implications 


The finding that high-quality brands have an asymmetric 
advantage over low-quality brands is consistent with the 


thrust of the conceptual argument made by Quelch and 
Harding (1996). By building strong brands, national brand 
manufacturers will be able to charge a higher price while 
benefiting from short-term price reductions to cater to price- 
sensitive consumers. Although national brands do have an 
asymmetric edge over private-label brands, the increased 
presence of the latter underscores the need to understand the 
manifestation of interbrand competition and to understand 
and treat private-label brands just as a company does its 
national brand competitors (Quelch and Harding 1996). 

The presence and extent of asymmetries in “what” and 
"whether" aspects of quality tier competition can have sig- 
nificant implications for product and product line manage- 
ment. For example, if there are favorable asymmetries in 
brand switching, managers should consider an aggressive 
promotional strategy aimed at attracting consumers from 
other brands. However, if asymmetric competition also is 
caused by changes in category purchase timing (which is 
indeed true in all four cases analyzed here), the competition 
is not direct. 

Therefore, interestingly, it can be argued that price pro- 
motions help avoid direct price competition between 
national brands and private-label brands because the two 
types of brands are not always competing for customers of 
other alternatives, but rather for customers who wait to buy 
a given alternative when it goes on sale. Therefore, the pres- 
ence of competition in the *whether" aspect leads to a ten- 
dency for mutual coexistence. In some sense, national 
brands are able to attract quality-sensitive consumers as well 
as price-sensitive consumers who look for quality, whereas 
the private-label brands cater to those who are price sensi- 
tive and are willing to settle for lower quality. Further 
research is needed to see how consumer perceptions toward 
private-label brands change over time. Obtaining consumer 
perception data is important because what matters in the 
marketplace is not whether, for example, the chemical com- 
position of mouthwash is the same for Listerine and the pri- 
vate-label brand, but whether consumers perceive the two 
brands to be the same. 

Knowledge of asymmetric competition will help to 
determine appropriate promotional strategies. Our results 
indicate that the sales of high-quality products are not 
greatly affected by price promotions of low-quality prod- 
ucts. Hence, a manufacturer need not be overly concemed 
about a retailer offering its private-label brands on sale. 

An important insight from this study is that asymmetric 
quality tier competition is present regardless of whether the 
national brand or the private-label brand dominates the mar- 
ket. Therefore, even if private-label brands dominate certain 
product categories (e.g., crackers and yogurt in our analy- 
sis), they might not have the same amount of clout as do the 
national brands in terms of affecting consumer behavior 
toward short-term price changes. А recent phenomenon is an 
increase in the advertisements for private-label brands (in 
conjunction with, for example, store displays and fliers). 
This increase raises an interesting question worth examin- 
ing: How does the quality tier competition manifest itself in 
the long run? 

Our study, like others addressing asymmetric quality tier 
competition, focuses on short-term price changes. Further 


research is needed to understand the long-term implications 
of asymmetric competition. For example, how do prolonged 
price promotions affect the quality perception of brands as 
well as interbrand competition? How much of the increased 
purchase is being consumed, and how much of it is simply 
being stockpiled? Are there differences between different 
segments of consumers? These are interesting questions that 
are worth examining in the context of asymmetric quality 
tier competition. 


Financial Implications of Asymmetric Competition 


Our focus here is primarily on choice share increases and 
decreases. Although this focus is consistent with other 
research on quality tier competition that examines sales 
rather than profitability, the financial implications of the 
favorable asymmetry for high-quality brands depends on the 
profit margin of the products. In general, if the profit mar- 
gins are greater for high-quality brands, they stand to bene- 
fit more. 

А price reduction affects the overall profit of the manu- 
facturer in two opposite ways: The per-unit profit decreases, 
whereas sales could increase. The overall profit will be more 
than the baseline level if the incremental sales are suffi- 
ciently large to compensate for the lower unit profit. A 
model that assumes symmetric competition will show equal 
responses to price changes for a national brand and a pri- 
vate-label brand. However, our approach, which incorpo- 
rates asymmetry, will provide a more accurate picture of 
consumer price response and thus will lead to better deci- 
sions. Therefore, а manager of a national brand who wants 
to plan a promotional strategy can avoid underestimating the 
profitability impact of its price promotions by not falsely 
assuming symmetric competition (and a manager of a pri- 
vate-label brand can avoid overestimating the impact). Sim- 
ilarly, a manager using a model that ignores the “whether” 
aspect might not fully understand the manifestation of inter- 
brand competition. Although specifics will change from 
product to product, we develop an implementable approach 
to provide a comprehensive picture of the impacts. 

We do not have access to cost data, which are necessary 
to assess the exact profitability of manufacturers of indi- 
vidual brands. However, our approach could be used to 
arrive at useful insights about the cost and profitability of 
promoting brands. For example, the results of the analysis 
can be used to illustrate three interrelated issues of man- 
agerial relevance: 


*For a given cost, what is the minimum incremental sales 
needed to make a price reduction profitable? 


For a given cost structure, what is the incremental profit due 
to a price reduction? 

*Does the favorable asymmetry in sales translate into favorable 
asymmetry in profits? 


We discuss each issue briefly in the following sections. 
The discussion is based on Table 3, which presents the com- 
putational results for the three applications. The unit of 
analysis is the manufacturer, the time period of analysis is 
one week, and the market size is normalized to 100. 


Computation of break-even sales for profitable price 
reductions. A managerially useful application of the 
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TABLE 3 
Manufacturer Profitability Implications ої Asymmetric Competition 
(price decrease = 1096; market size = 100; time period = one week) 


(a) Break-even Sales for Positive Incremental Profit 


Actual incremental sales 


Break-even sales (in choice share points) 
- for a variable cost of 


Category Brand (In choice share.points) 3096 40% 50% 60% 70% 
Ketchup Н; 11.48 1.43 1.71 214 2.86 4.29 
Ketchup L4 .49 ло 12 15 .20 .30 
Soup Н; 5.56 .85 1.01 1.27 1.69 2.54 
Ѕоир Li 1.58 „42 .50 .62 .83 1.25 
Yogurt Н; .98 .51 .62 77 1.03 -1.54 
Yogurt L4 31 2.60 3.12 3.89 5.19 7.79 
Crackers H4 2.22 .59 71 89 1.18 1.78 
Crackers L4 .81 1.04 1.25 1.57 2.09 3.13 
(b) Incremental Profit for Different Cost Scenarios 
(Incremental profit = profit with price reduction minus profit without price reduction) 
Incremental profit (In dollars) for a variable cost of 
Category Brand 30% 40% 50% 60% 70% 
Ketchup H4 7.24 5.86 4.48 3.11 1.73 
Ketchup L, .24 19 14 .09 .04 
Soup H4 1.27 1.02 77 52 27 
Soup L4 24 .19 13 .08 .02 
Yogurt Н; 13 .08 .04 ~.01 —.05 
Yogurt Ly —.48 —49 —.50 —.51 —.52 
Crackers H4 1.27 .98 .69 40 11 
Crackers L4 —.10 —.16 —21 —27 —.33 
(c) Asymmetric Cost Advantage 

Break-even cost Asymmetric cost advantage 
Category Brand (as a percentage of price) (as a percentage of price) 
Ketchup Н; 82.54* 4.56 favoring H, 
Ketchup L4 77.98 
Soup H4 80.87 6.74 favoring Н; 
Soup Li 74.13 
Yogurt Н, 58.61 58.61 favoring H, 
Yogurt Ly .00 ™ 
Crackers H, 73.95 61.32 favoring H, 
Crackers L4 12.63 


"|f the cost is less than 82.54% of the price, the pnce reduction generates incremental profits. 


"*Price reduction never incrementally profitable. 


approach proposed here is the computation of break-even 
sales needed for a given price reduction to be profitable; this 
can be compared with the actual increase in sales. For exam- 
ple, for brand H, in ketchup, at a variable cost of 4096 (or a 
contribution margin of 60%), it must obtain incremental 
sales of at least 1.71 choice share points for a 1096 price 
reduction to be profitable (compared with the actual incre- 
mental sales of 11.48 choice share points). The break-even 
sales for a range of cost scenarios (3096 to 7096 by incre- 
ments of 10%) and the actual incremental sales for the four 
product categories are presented in part (a) of Table 3. 
Computation of incremental profit. Using a range of 
assumptions for unit variable cost (30%, 40%, 50%, 60%, 
and 70%) and the estimated total incremental sales that 
result from a 10% reduction in price, the incremental profit 
can be computed (incremental profit is defined as profit with 
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price reduction minus profit for base sales) (see part (b) of 
Table 3). Although price reductions appear to be generally 
more profitable for ketchup and soup, the results are mixed 
for yogurt and crackers. In crackers, though the price reduc- 
tion is profitable for Hj, it is not profitable for L}. In yogurt, 
a price reduction is profitable only for H, and that too when 
the cost is low. 

Computation of asymmetric cost advantage. It also is 
possible to back calculate the maximum total variable cost 
(denoted as the “break-even cost") beyond which the price 
promotion does not produce any incremental profit in com- 
parison with the base case of no promotion (note that for 
simplicity, the fixed cost is assumed to be the same both 
with and without a price reduction). That is, if the manufac- 
turer’s cost is less than the break-even cost, a price reduction 
will result in positive incremental profit, and a cost more 


than the break-even cost will result in negative incremental 
profit (see part (c) of Table 3). For example, in ketchup, as 
long as the cost of H, is less than 82.54% of the price, the 
price promotion is profitable. The differential in these cost 
figures between H, and L, can be considered as a measure 
of “asymmetric cost advantage,” that is, the ability of the 
high-quality brand to incur a higher cost. The results show 
that national brands enjoy an asymmetric cost advantage in 
all four product categories. It is also clear that for realistic 
cost scenarios, price reduction is not profitable for the low- 
quality brand in yogurt and crackers. These computations 
clearly show that in the four product categories analyzed, 
the favorable asymmetry in choice share also translates to 
asymmetric break-even cost advantages for high-quality 
brands. 


Conclusion 


Our objective here is to extend current understanding of 
asymmetric quality tier competition by studying the asym- 
metry in “what” and “whether” aspects for price increases 
and decreases. Although we provide empirical support by 
using four product categories with significant sample 
sizes, we must analyze different types of product cate- 
gories in addition to packaged foods before we can make 
valid generalizations. 

This study is the first to demonstrate empirically the 
important role of category purchase timing in asymmetric 
competition. The results show that in three of the four prod- 
uct classes, the “whether” aspect contributes more to asym- 
metric quality tier competition than the “what” aspect. The 
results strongly support the need to include the category pur- 
chase aspect in research on quality tier competition. In addi- 
tion, our results show that high-quality brands are generally 
less adversely affected by a price increase than are low-qual- 
ity brands. Because high-quality brands benefit relatively 
more during a price decrease, it could be argued that even in 
cases when they are adversely affected during a price 
increase, the overall effect of short-term price changes favor 
high-quality brands. 


Appendix A 


A. Data Management 


The methods used for data management were consistent 
across the four product categories. The salient aspects are 
described as follows: 


*We chose one large retail chain 1n each product category (sim- 
ilar to the approach of Allenby and Rossi 1991; Blattberg and 
Wisniewski 1989). 

*We included all Universal Product Codes that accounted for 
more than 1% of the category sales in the analysis. We consid- 
ered other Universal Product Codes in the analysis only when 
they contributed to more than 2096 of the sales of the brand. 

*We excluded the following households: ones that did not pur- 
chase the selected brands at least three times dunng the initial 
26-week period, ones for which the selected brands did not 
represent at least 60% of their category purchases, and ones 
that did not buy at least half of their purchases of the selected 
brands from the retail chain. 


*We considered each shopping trip a purchase opportunity. We 
viewed shopping trips within a 90-minute period as a single 
trip. 

*To avoid biases arising from the exclusion of some minor 
brands (resulting in their being treated as nonpurchases), we 
considered all purchases of a product category in calculating 
variables such as brand preference and inventory. Then we 
excluded all shopping trips that resulted in the purchase of a 
brand not included in the data analysis. 

*We classified brands into national brands and private-label 
brands. Although the classification of brands into quality 
tiers is an empirical question, we subsequently justify our 
classification using both conceptual as well as post hoc 
empirical support. 


B. Operationallzation of Model Variables and 
Estimation 


Given our focus on the consumer response to price changes, 
the key variable is price. PRICE was computed as paid or 
faced price in cents for the typical pack size (e.g., 32 ounces 
for ketchup). In addition to the main effect of price, we esti- 
mated the added impact of short-term price changes. 
PRICEDEC (PRICEINC) is the decrease (increase) in the 
brand's price since the previous shopping trip. The coeffi- 
cients of PRICEDEC and PRICEINC help assess the added 
impact of a price decrease and increase.? 

We incorporated all the price variables in logarithmic 
form. Also note that we estimated separate price coefficients 
for national brands and private-label brands, thereby allow- 
ing detection of asymmetry (estimating common coeffi- 
cients would assume symmetric competition, as discussed 
subsequently). The asymmetry is carried over to the higher 
stages of the choice process because these differential coef- 
ficients also are transferred by means of the inclusive value 
variable at the next level of the choice tree. 

We used dummy variables for FEATURE and DIS- 
PLAY. To control for heterogeneity among consumers, we 
used the variables SHARE}, and SHARE; ; (brand shares), 
SHARE, and SHARE, (share devoted to high-quality 
brands and low-quality brands), and SHAREp and SHAREN 
(share of purchase and nonpurchase). These variables, 
which appear in the three stages of the model, represent the 
proportion of purchases of each alternative before that pur- 
chase opportunity (e.g., Krishnamurthi and Raj 1988). 
Although this method has been used by other researchers, 
we also estimated models incorporating the brand loyalty 
variable as implemented by Guadagni and Little (1983) and 
similar measures for quality choice and purchase/nonpur- 





ZThere are various operationalizations for computing price 
increases and decreases that are based on different definitions of 
reference price, but the method we follow is a reasonable one and 
is consistent with the literature Our purpose is not to evaluate mea- 
sures of reference price per se but to evaluate asymmetric compe- 
tition by applying a commonly used method of computing price 
changes. Our method of computing price changes from the previ- 
ous occasion 15 consistent with existing research (e.g., Winer 
1986). Also see Kalwam and colleagues (1990), who note that it 
might be sufficient to use the previous period's price in comparing 
gains and losses. 


Quality Tier Competition / 81 


chase. For all four categories, carryover constants (A) of .7, 
75, .8, .85, and .9 were tried. In three product categories 
(the exception being yogurt), our models had better log-like- 
lihoods. In all categories, the relevant price coefficients did 
not change much from our model, and hence the conclu- 
sions did not change. Therefore we use the simpler SHARE 
formulation.3 

We also included demographic variables such as family 
size (FAMSIZE) at the category choice level and income 
(INCOME) at the quality choice and category choice levels. 
Because past research shows that inventory affects category 
purchase timing, we included the variable INVENTORY. 
This variable is measured by first calculating the weekly 
consumption rate as (total purchases during the 26-week ini- 
tialization period)/26. Then, for any given week t during the 
estimation period, we calculated the cumulative purchases 
up to (t — 1) minus the cumulative consumption up to week 
t, which yields the quantity of product still on hand. That 
figure then was divided by the weekly consumption rate for 
the family to obtain the inventory measure in terms of avail- 
able consumption. The inventory was standardized within 
each family to get the variable INVENTORY. Although the 
absolute level of inventory depends on the inventory-carry- 
ing capacity of each family, a standardization approach 
helps us to model the intrahousehold impact of inventory. 
The last variable is the inclusive value (INCVALUB), which 
is defined as the logarithm of the denominator from the pre- 
vious stage of the logit model. 


Estimation. We estimated the coefficients of the nested 
logit model sequentially, starting with brand choice, then 
quality choice, and then category choice. This has been the 
preferred mode of estimation in the marketing literature (see, 
e.g., Guadagni and Little 1987). A nested logit model does 
not necessarily imply that consumers make their choices in 
that sequence. As Hensher (1986, p. 658) points out, the 
principal reason for clustering alternatives is the anticipated 
correlation between the error terms, and such clustering 
should not be used to imply a sequential decision process. 

Although the parameter estimates at the higher level of 
the decision process in the nested logit model are unbiased 
but slightly less efficient (Ben-Akiva and Lerman 1985), a 
major reason for preferring the sequential estimation over 
simultaneous estimation is the computational ease in work- 
ing with large samples. Therefore, we concluded that 
sequential estimation was justified. 


C. Measures of Asymmetry 


We needed a common unit to measure responses to price 
changes because both “what” and “whether” aspects of con- 
sumer choice are examined here. Consequently, share of 





3Research comparing different operationalizations of the loyalty 
measure clearly suggests that though the loyalty coefficients them- 
selves change (not surprising because the variable is operational- 
ized differently), the price coefficients do not change much. For 
example, Fader and Lattin (1993, p. 314) compare different loyalty 
formulations. The price coefficient in the model using a loyalty 
variable similar to ours is —2.675; models performing better with 
other loyalty variables have price coefficients ranging from —2.482 
to –2.775. 
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choices from the total potential occasions or purchase 
opportunities that are based on shopping trips (e.g., 
Guadagni and Little 1987) must be considered. Therefore, 
we use choice share rather than brand share (brand choice 
given category choice). For example, in ketchup, the choice 
share of brand H, is 8.570%, whereas the market share 
would be 78.008%. This measure enables us to assess how 
much asymmetry in choice results from the impact on the 
“whether” decision versus the “what” decision. 


Why elasticity will not do as a measure of asymmetry. 
For illustration, we start with the standard logit model simi- 
lar to the one used by Guadagni and Little (1983) but with 
logarithmic prices. This model assumes symmetric competi- 
tion. Ignoring all variables other than price, the utility func- 
tions for a four-brand market can be written as follows (P 
stands for price): 


U, = BinP, 
U; = BInP; 
U; = BinP; 
О = BlnP, 


Interbrand competition is signified by cross-effects (not 
own-effects). To study the competition between brands 1 and 
3, the effect of P; on brand 3 and Р; on brand 1 must be 
understood. Let us examine the cross-elasticities first 
( "Prob" stands for probability): 


(1) Cross-elasticity of brand 1 on brand 3 = E3, = 
(дРтођ /Ргођа (0P/P,) = –В Prob; 

(2) Cross-elasticity of brand 3 on brand 1 = E,; 
(Prob /Ргођу Руз) = -P Prob;. 


Because this model is a symmetric model, the effect of 
brand 1 on brand 3 must be equal to the effect of brand 3 
on brand 1. As is clearly the case here, the cross-elasticities 
are not equal (except in the special case of Prob, = Prob3, 
that is, equal market shares). This is why cross-elasticities 
are not used as measures to compare asymmetry. In this 
example, there is an apparent anomaly of a symmetric 
model providing unequal cross-elasticities. In effect, sym- 
metry is not the same thing as equality in cross-elasticities. 
А more appropriate measure is needed. By rewriting the 
elasticity formulas given in equations 1 and 2, we obtain 
the following: 


Movement from brand 3 to brand 1 for a price decrease by 
brand 1 = dProb3 = – (Р/Р )В Prob;Prob4 


Movement from brand 1 to brand 3 for a price decrease by 
brand 3 = дРгоб; = – (OP3/P3)B Prob,Prob;. 


Therefore, in the Guadagni and Little (1983) model that 
depicts symmetry, the movement between brand 1 and brand 
3 is identical in both directions for the respective price 
changes. This measure allows for symmetry to be reflected 
in the equality of movements. Therefore, when movement 
between brands is used as a measure of asymmetry, it is pos- 
sible to arrive at the correct conclusion about the Guadagni 
and Little (1983) model. Using elasticities, unless correctly 
interpreted to account for brand shares, can lead to erroneous 
conclusions. Now let us introduce asymmetry by means of 
separate coefficients for brands 1 and 3. In this case, 


Movement from brand 3 to brand 1 for a price decrease by 
brand 1 = дРтођа =- (9P,/P f; Prob, Prob; 


Movement from brand | to brand 3 for a price decrease by 
brand 3 = dProb, = – (дР Ра) ба Prob; Prob3. 


The measure of asymmetry therefore can be defined as 
the difference between the two movements. As noted pre- 
viously, the formula for elasticity does not contain both 
market shares and therefore is idiosyncratic to which 
brand is being considered. The measure that is based on 
movement is not subject to this influence because both 
market shares appear in the expression, and therefore, irre- 
spective of the market shares, if B, = Вз, there will be no 
asymmetry. 

Before moving to the derivation, we discuss asymmetry 
in the “whether” aspect. If we assume an expanded version 
of the model described previously to incorporate the pur- 
chase/nonpurchase decision as well, then for price decreases 
(here the shares denote choice shares, N represents nonpur- 
chase, and c represents the inclusive value coefficient), 


Movement from nonpurchase to brand 1 for a price decrease for 
brand 1 = OProby =- (OP, /P)B, с Prob, Proby 


Movement from nonpurchase to brand 3 for a price decrease for 
brand 3 = dProby = — (OP3/P3)B3 c Prob3Proby. 


In this case, note that under symmetric competition (D, 
= B4) the movement is proportional to the respective market 
shares. Therefore, any measure of asymmetry must take this 
proportionality into account by adjusting the movements for 
market shares. As indicated in the next section, our measure 
makes such adjustment to correct this problem. 


Derivation of measures of asymmetry. For ease of expo- 
sition, consider a market with only two brands (Н, and L)). 
I, denotes the probability of category purchase, and I, 
denotes the probability of nonpurchase. Jj, and Ју denote the 
conditional probability of purchasing H; and purchasing L4, 
respectively, given that a category purchase takes place. The 
coefficient of the inclusive value for the purchase/nonpur- 
chase stage is denoted by c. Because the measures devel- 
oped for testing asymmetry are similar for both price 
increases and decreases, we provide only a single example. 
In the following case, by and b; represent the effect of price 
decreases—that is, the main effect plus the incremental 
effect —and both coefficients are negative. Using the pre- 
ceding notation, for a price reduction of R% by either H, or 
L,, the following can be derived where the change or move- 
ment in category choice is given by 


Movement = elasticity x choice share x price change. 
For price reduction by H; 
Movement between L; and H; = 
A= Eu uli = [Bidet el – ПЛЕ 
Movement between nonpurchase and H; = 
В= ЕонбЕ = Вине. 
For price reduction by L; 


Movement between H, and L, = 
C = Eg и = BULB LCC – ПИЈЕ 


Movement between nonpurchase and L, = 
р = ЕонђЕ = - BJ, СЕ. 


From this pattern of movements, we are interested in 
separately computing the asymmetries in brand choice and 
category choice. Only then will we be able to understand the 
relative magnitudes of asymmetries in "what" and 
"whether" aspects. 

Under symmetric competition (i.e., By = BL), we can 
verify easily that A = C for “what” and B = D(Jy/Ji) for 
*whether." Therefore, measures of asymmetry are given by 
(A – C) and B - D(JjJ/J, ). That is, if H, gains more than L,, 
the asymmetry favors H,, and the measures of asymmetry 
will be positive. 

Similar measures can be developed for price increases. 
In this case, though, the superiority of H, is given by the dif- 
ferences in losses between H, and L;. If H; loses more than 
L, from the price increase, asymmetry favors L, (the mea- 
sure of asymmetry is negative); if H; loses less, asymmetry 
favors H, (the measure is positive). In the case of a market 
with more than two brands, as in our empirical applications, 
the formulas follow the same logic, though they are more 
involved. 


Computation and statistical testing of the measures of 
asymmetry. Statistical testing of probabilities and expres- 
sions involving probabilities are extremely complicated, and 
they are "usually not performed" (Ben-Akiva and Lerman 
1985, p. 209). In the absence of an established methodology, 
we adopt the following approximate method to compute the 
measures and to assess their statistical significance: The 
measures of asymmetry are calculated for each individual 
observation. The measure of asymmetry is computed as the 
mean of these individual calculations. The standard devia- 
tion of the distribution of the measure of asymmetry across 
the sample is assumed to approximate the actual distribution 
in the population (this is a reasonable assumption due to the 
large sample sizes). Using this estimated standard deviation 
of the population and the sample size, we calculate the stan- 
dard error of the measures of asymmetry and use it to test 
the statistical significance. Note that the estimated standard 
error accounts for sampling variation but not for estimation 
variation; therefore, the magnitude of the standard error is 
likely to be underestimated. 


D. Check for Classificatlon of Brands 


We analyzed constant terms for each brand. We performed 
the calculation in the following way* using the constant 





4In the nested logit model, the interpretation of the constant 
terms is not straightforward. The inclusive value coefficient is an 
indication of how the coefficients estimated at the lower level of 
the decision carry over to the next level of the model. The coeffi- 
cients estimated at the lowest level are actually the real coefficient 
divided by the coefficient of the inclusive value (see, e.g., Ben- 
Akiva and Lerman 1985). Therefore, to make sense of the effect of 
the coefficient estimated at a lower level, the coefficient must be 
multiplied by the inclusive value coefficient at the next higher 
level. If the inclusive value coefficient is |, there is no need for the 
nested structure, and the value of the coefficient is not scaled down. 
If the inclusive value coefficient is 0, the coefficients at the lower 
level of the model do not influence the higher levels. 
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terms and the inclusive value coefficients reported in Table 
1: We multiplied the constant term at the brand choice level 
by the coefficient of the inclusive value at the quality choice 
level and added it to the constant term estimated at the qual- 
ity choice level. It is not necessary to go beyond this level 
because in the purchase/nonpurchase model, the constant 
term estimated is common across all brands. The net con- 
stant terms are as follows (note that the constant term for 
one brand must be normalized to zero): 


Low-quality 
High-quality brands brands 
Ketchup 7.14, 6.62, and 6.22 0 
Soup 2.16, 2.02, 2.64, 3.47, 24, —.18, —.47, 
3.21, 3.07, 4.11, and 2.54 .23, and 0 
Yogurt — 1.22, 1.74, 1.71, and 1.93 0 
Cracker 5.45, 5.58, and 4.86 0 


These computations demonstrate that the constant terms 
for national brands are, as a group, larger than those for the 
private-label brands, which thereby provide additional 
empirical support for our classification scheme. 
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Richard G. Netemeyer, James S. Boles, Daryl О. McKee, & 
Robert McMurrian 


An Investigation Into the 
Antecedents of Organizational 
Citizenship Behaviors in a Personal 
Selling Context 


The authors report the results of two studies that attempt to model antecedents of organizational citizenship behav- 
iors in a personal selling context. They draw the antecedents from extant research and propose that the willingness 
to perform organizational citizenship behaviors is related to the job-related perceptions of the degree of organiza- 
tional fit between the salesperson and his or her firm, level of leadership support, perceived fairness in reward allo- 
cation (i.e., distributive justice), and job satisfaction. They hypothesize and test direct and indirect relations with 
these constructs and organizational citizenship behaviors. Most of these relations were significant across the two 


studies. 


struct of organizational citizenship behaviors 
(OCBs). In the organizational behavior literature, 
numerous studies focus on the conceptualization and mea- 
surement of the construct, key antecedents and outcomes of 
the construct, and potential mediators of OCB predictors 
(Brief and Motowidlo 1986; Konovsky and Pugh 1994; 
Niehoff and Moorman 1993; Podsakoff et al. 1990; Smith, 
Organ, and Near 1983; Van Dyne, Graham, and Dienesch 
1994). In fact, a book reviewing the OCBs concept and its 
relation to job satisfaction and organizational fairness 
(Organ 1988) and two comprehensive review articles have 
appeared (Organ and Ryan 1995; Podsakoff, MacKenzie, 
and Hui 1993). One of these articles, a quantitative meta- 
analysis, reviews 55 studies that examine just attitudinal and 
dispositional predictors of OCBs (Organ and Ryan 1995). 
Organizational citizenship behaviors also should be of 
interest to sales managers. For example, MacKenzie, Pod- 
sakoff, and Fetter (1993) find that various combinations of 
OCBs are more important than sales productivity in deter- 
mining sales managers' ratings of salespeople. This finding 
is consistent across petrochemical, insurance, and pharma- 
ceutical salespeople. Organizational citizenship behaviors 
also can have a positive effect on objective sales unit perfor- 
mance (Podsakoff and MacKenzie 1994) and can lead to 


A good deal of academic study is devoted to the con- 
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other important sales-related behaviors such as improved 
customer service (George 1991). These findings suggest that 
sales force management would be a more difficult task with- 
out salespeople engaging in OCBs. Furthermore, given that 
"nonsales" performance variables contribute to the overall 
success of sales organizations (Churchill, Ford, and Walker 
1993; Cravens et al. 1993), the managerial relevance of 
OCBs is evident. 

Still, much remains unknown about factors affecting 
OCBs in personal selling. Several characteristics of selling 
jobs, as compared with other organizational behavior con- 
texts, suggest the need to examine antecedents of OCBs. 
First, salespeople are often “boundary spanners” with multi- 
ple roles to fill. They are advocates of their employer, their 
clients, their fellow salespeople, and themselves (Dubinsky 
et al. 1986). These differing roles can affect the likelihood of 
OCBs. For example, in “team selling,” in which cooperation 
is required from all team members to land or service an 
account, behaviors, such as taking time from a busy sched- 
ule to help another salesperson, make the team more effi- 
cient. Other OCB-like behaviors, such as informal mentor- 
ing and peer socialization of new or less experienced sales- 
people, positively affect overall team performance while 
reducing training costs (Pullins, Fine, and Warren 1996). In 
most cases, these behaviors are not formally prescribed or 
rewarded. However, when they are performed consistently, 
positive organizational outcomes accrue. 

A second aspect of selling that could affect performance 
of OCBs differently from nonsales organizations is that 
salespeople are sometimes in direct competition with one 
another for sales volume-related rewards. That is, the char- 
acteristics of the sales job could differ with respect to sales 
force control and compensation systems (Oliver and Ander- 
son 1994). Salespeople whose control system is tied heavily 
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to “outcome-based” criteria (i.e., sales volume) might be 
less likely to engage in OCBs, whereas those salespeople 
closely aligned to a “behavior-based” system might be more 
apt to engage in OCBs. 

Third, the selling situation itself could have an impact on 
relations between predictors and OCBs. The studies 
reported here represent two selling situations, one in which 
a lower-ticket item 1s sold on a transaction basis in a rela- 
tively short period of time (e.g., cellular phone services), 
and the other in which a high-ticket item is sold (e.g., real 
estate), in which a relationship.can develop between buyer 
and seller over a longer period of time. Because the require- 
ments (and compensation structures) of these situations dif- 
fer, a stronger test of the linkages between OCBs and pre- 
dictors can be offered. In summary, given these differing 
roles and situations, testing antecedents of OCBs in a sales 
setting seems needed. 


Organizational Citizenship 
Behaviors 


The Organizational Citizenship Behaviors 
Concept 


Organizational citizenship behaviors are viewed widely as 
contributing to an organization's overall performance. For 
example, OCBs (1) provide a means of managing the inter- 
dependencies among members of a work unit, which 
increases the collective outcomes achieved; (2) reduce the 
need for an organization to devote scarce resources to sim- 
ple maintenance functions, which frees up resources for 
productivity; and (3) improve the ability of others (i.e., 
coworkers and managers) to perform their jobs by freeing 
up time for more efficient planning, scheduling, problem 
solving, and so on (Organ 1988; Podsakoff and MacKenzie 
1994). 

Organizational citizenship behaviors are defined in sev- 
eral ways, and it seems safe to say that the conceptual 
domain of this construct still is evolving. (Related behaviors 
are identified, such as Brief and Motowidlo's [1986] “ргоѕо- 
cial” behaviors and Puffer’s [1987] “noncompliant behav- 
iors.”) Still, many of the definitions share some key elements 
that indicate that OCBs (1) represent behaviors above and 
beyond those formally prescribed by an organizational role, 
(2) are discretionary in nature, (3) are not directly or explic- 
itly rewarded within the context of the organization's formal 
reward structure, and (4) are important for the effective and 
successful functioning of an organization (MacKenzie, Pod- 
sakoff, and Fetter 1993; Organ 1988; Organ and Konovsky 
1989; Podsakoff and MacKenzie 1994). 


Organizational Citizenship Behaviors and 
Personal Selling 


In a personal selling context, OCBs are viewed as discre- 
tionary behaviors on the part of the salesperson that directly 
promote the effective functioning of an organization, with- 
out necessarily influencing a salesperson's objective sales 
productivity (MacKenzie, Podsakoff, and Fetter 1993, p. 
172). Sales-related OCBs are categorized as encompassing 
four types: sportsmanship, civic virtue, conscientiousness, 
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and altruism (MacKenzie, Podsakoff, and Fetter 1993; Pod- 
sakoff and MacKenzie 1994). Sportsmanship is viewed as a 
*willingness on the part of the salesperson to tolerate less 
than ideal circumstances without complaining ... railing 
against real or imagined slights, and making federal cases 
out of small potatoes” (MacKenzie, Podsakoff, and Fetter 
1993, p. 71; Organ 1988, p. 11). Civic virtue reflects behav- 
iors in which a salesperson responsibly engages that show 
concem for the company and employee initiative in recom- 
mending how the firm can improve operations. Conscien- 
tiousness is viewed as behaviors above and beyond the role 
requirements of the organization—working long days, being 
prompt in returning calls, not bending company rules, and 
entertaining only when it is in the company’s best interest. 
Altruism also is viewed as a discretionary behavior that 
involves helping others within the organization with com- 
pany tasks (e.g., helping new salespeople get oriented and 
sharing selling strategies) (MacKenzie, Podsakoff, and Fet- 
ter 1993). 

Several studies address OCBs or similar concepts in a 
sales setting (e.g., Avila, Fern, and Mann 1988; George 
1991; George and Bettenhausen 1990; Jackson, Keith, and 
Schlacter 1983; MacKenzie, Podsakoff, and Fetter 1993; 
Podsakoff and MacKenzie 1994). Most of these studies look 
at the impact of manager perceptions of employee perfor- 
mance of OCBs (MacKenzie, Podsakoff, and Fetter 1993; 
Podsakoff and MacKenzie 1994) or a few select antecedents 
of OCBs (George 1991; Puffer 1987). However, the predic- 
tors of OCBs that we examine—job satisfaction, perceived 
person-organization fit, perceived leadership support, and 
fairness in reward allocation—-have yet to be tested collec- 
tively in a sales setting. 


A Proposed Model 


For the studies that follow, we propose one direct and sev- 
eral indirect potential antecedents of OCBs. In Figure 1 we 
show the original model to be tested. Perceived job satisfac- 
tion is proposed as a direct predictor of OCBs (В, in Figure 
1), and perceived level of person—organization fit, leadership 
support, and fairness in reward allocation are posited as indi- 
rect predictors through their effects on job satisfaction (y, 
Yi2, and үз, respectively in Figure 1). Relationships among 
person—organization fit, leadership support, and fairness in 
reward allocation are represented by $12, фу» and фу, 
respectively. We now offer rationale for these constructs as 
well as the relationships among these constructs. 


Job Satisfaction 


Job satisfaction is conceptualized as both affect- and cogni- 
tion-based, with definitions ranging from a “positive emo- 
tional state resulting from the appraisal of one's job or job 
experiences" (Locke 1976, p. 1300), to “all characteristics 
of the job itself and the work environment which [salespeo- 
ple] find rewarding, fulfilling, and satisfying, or frustrating 
and unsatisfying" (Churchill, Ford, and Walker 1974, Р. 
255). Here, we operationalize job satisfaction as an overall 
global state pertaining to the personal selling job. 

А significant relationship is found between OCBs and 
job satisfaction. Moreover, the magnitude of this relation- 


FIGURE 1 
A Model of the Potential Antecedents of OCBs 
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ship has been highly consistent over various types and 
dimensions of OCBs (e.g. altruism, conscientiousness, 
sportsmanship, civic virtue, courtesy, attendance, compli- 
ance) in numerous studies (Organ 1988; Organ and 
Konovsky 1989; Organ and Ryan 1995; Podsakoff et .al. 
1993; Podsakoff et al. 1990; Smith, Organ, and Near 1983; 
Van Dyne, Graham, and Dienesch 1994). Several theoretical 
explanations are offered for this relationship, including 
social exchange theory (Konovsky and Pugh 1994) and psy- 
chological contract theory (Robinson and Morrison 1995). 
Central to most of the theories is the “norm of reciprocity”: 
An employee satisfied with his or her job will engage in 
OCBs as reciprocation for those who have benefited him or 
her (Bateman and Organ 1983; Schnake 1991). Although it 
is currently open for debate whether job satisfaction leads to 
OCBs, OCBs lead to job satisfaction, or the relationship is 
mutually reinforcing, most theoretical and empirical support 
indicates that job satisfaction predicts OCBs (Niehoff and 
Moorman 1993; Organ 1988; Organ and Ryan 1995; 
Schnake 1991; Smith, Organ, and Near 1983). Others also 


suggest examining job satisfaction as a potential antecedent 
of OCBs in a sales setting (MacKenzie, Podsakoff, and Fet- 
ter 1993; Podsakoff et al. 1990). As such, we hypothesize a 
direct positive path from job satisfaction to the OCBs con- 
struct (B5, in Figure 1). 

Although the job satisfaction to OCBs link is examined 
in the organizational behavior literature, to our knowledge, 
our studies represent a first attempt at assessing this rela- 
tionship in two different sales settings. Because the nature 
of the sales situation can affect the strength of the rela- 
tionship between predictor (job satisfaction) and perfor- 
mance (OCBs) (Churchill et al. 1985; Dubinsky et al. 
1986), it is important to analyze the job satisfaction to 
OCBs path over multiple settings. Also, given the pivotal 
role of job satisfaction in maintaining sales force produc- 
tivity, minimizing turnover (Brown and Peterson 1993), 
and contributing to overall effective organizational func- 
tioning (Dubinsky et al. 1986), the relation between job 
satisfaction and OCBs warrants further investigation in the 
sales literature. 
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Person—Organization Fit 


Person—organization ји is defined as the congruence of the 
personality traits, beliefs, and values of individual persons 
with the culture, strategic needs, norms, and values of orga- 
nizations (O’Reilly, Chatman, and Caldwell 1991). Per- 
son-organization fit theory advocates that shared values 
between individual persons and organizations lead to job 
satisfaction for the person and favorable outcomes toward 
achieving organizational goals (Chatman 1991). Support is 
found consistently in the organizational behavior literature 
for the effect of person—organization fit on job satisfaction 
(e.g., Kristof 1996). The sales literature also suggests that 
“value congruence” is antecedent to job satisfaction (Brown 
and Peterson 1993; Churchill et al. 1985). Sales force social- 
ization theory suggests that internalization of organizational 
values has positive effects on job satisfaction, which in turn 
affects the performance of nonselling behaviors that benefit 
the organization (Dubinsky et al. 1986). 

Although little research examines relationships among 
perceived person—organization fit, job attitudes, and OCBs 
simultaneously, the studies that have suggest that the effect 
person-organization fit has on OCBs is likely indirect 
through person-organization fit's effect on job satisfaction 
(Van Dyne, Graham, and Dienesch 1994, p. 779). Williams 
and Anderson (1991) suggest that the effects of "internaliza- 
tion offidentification with organizational values" on OCBs 
are diminished in the presence of job satisfaction. They find 
that job satisfaction is a significant predictor of OCBs, but 
internalization of organizational values is not. Therefore, we 
predict that the effect of person-organization fit on OCBs 
will be indirect through the person—organization fit to job 
satisfaction path (yı; in Figure 1). 


Leadership Support 


Leadership support is defined as the degree of support and 
consideration a person perceives from his or her immediate 
supervisor. This definition is consistent with the path-goal 
theory view that a supportive leader provides guidance to his 
or her subordinates, treats them fairly, and considers their 
input valuable (House and Dessler 1974). Path-goal theory 
states that job satisfaction is a consequence of leadership 
support, and numerous empirical tests support this premise 
in both sales and nonsales settings (Brown and Peterson 
1993; Podsakoff et al. 1993; Wofford and Liska 1993). 
Recent literature also suggests a relationship between 
leadership support and the performance of OCBs. This rela- 
tionship is somewhat unclear, as there seems to be grounds 
for both direct and indirect effects (Schnake 1991). Accord- 
ing to path-goal theory, a leader attains performance from 
subordinates by making the path to their goals easier and 
increasing personal job satisfaction (Churchill, Ford, and 
Walker 1993; House and Dessler 1974). This suggests a 
leadership support to job satisfaction to OCBs linkage. 
When estimated, direct effects of leadership support on 
OCBs have shown mixed results. For example, Smith, 
Organ, and Near (1983) find that leader supportive behav- 
iors' effect on the OCB dimension of altruism is best mod- 
eled as indirect through job satisfactions' effect on altruism. 
However, they also find a direct leadership support effect on 
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compliance. Podsakoff and colleagues (1990) examine 
aspects of "transformational leader behaviors" on dimen- 
sions of OCBs. One such aspect is "individualized leader 
support," a construct closely related to leadership support. 
They do find a direct individualized leader support to job 
satisfaction path. However, they find no support for a direct 
effect from individualized leader support to OCBs, nor did 
they find the satisfaction to OCBs link to be significant. In 
fact, they find that the effect of individualized leader support 
on OCBs is mediated, but by "trust" in leader, not by job sat- 
isfaction. Podsakoff and colleagues (1993) examine the rela- 
tions among leadership behaviors, job satisfaction, and 
OCBs. They report a correlation of .53 between supportive 
leader behaviors and job satisfaction, and average correla- 
tions of .35 and .31 between job satisfaction and OCBs and 
supportive leader behaviors and OCBs. 

As previously stated, the sales literature reports a con- 
sistent relationship between leadership supportive behaviors 
and job satisfaction. Brown and Peterson (1993) report a 
strong correlation between leadership consideration and job 
satisfaction, whereas the correlation between leadership 
behavior and OCBs is less pronounced. As such, we hypoth- 
esize that the effect leadership supportive behaviors have on 
OCBs is indirect through its effect on job satisfaction (yj? in 
Figure I). 


Fairness in Reward Allocation 


The concept of organizational justice involves "fairness." 
Although two forms of organizational justice are identi- 
fied—distributive and procedural justice—Organ (1988) 
suggests that distributive justice is more important to the 
study of employment relationships than is procedural jus- 
tice. As such, the present studies focus on distributive jus- 
tice, and in particular, “fairness in rewards allocation"—the 
perception by employees that they have been rewarded fairly 
given their responsibilities, duties, performance, and so on. 

Equity theory, social exchange theory, and the notion of 
reciprocity suggest relationships among fairness in reward 
allocation, job satisfaction, and OCBs (Organ 1988; 
Schnake 1991). When employees perceive fair treatment 
and job satisfaction, OCB is a likely avenue for employee 
reciprocation. It is argued that performance of OCBs can be 
increased by increasing job satisfaction, and a means of 
increasing job satisfaction is through the perception that 
salespeople have been rewarded fairly by their organization 
(MacKenzie, Podsakoff, and Fetter 1993; Organ 1988). This 
line of reasoning suggests an indirect effect of fairness in 
reward allocation to OCBs through job satisfaction. Empiri- 
cal studies examining the relations among fairness in reward 
allocation, job satisfaction, and OCBs also suggest that fair- 
ness in reward allocation's effect on OCBs is likely indirect 
through its effect on job satisfaction. For example, Moor- 
man (1991) finds that the distributive justice—job satisfac- 
tion correlation is more than twice as high as the average 
distributive justice-OCBs correlation. Tansky (1993) reports 
a "perceptions of fairness"—job satisfaction correlation of 
„45, whereas the "perceptions of fairness"-OCBs correlation 
is .19. Niehoff and Moorman (1993) and George (1991) also 


find no significant direct effects from distributive justice to 
OCBs. 

In the personal selling literature, research suggests a 
direct effect of fairness in reward allocation on job satisfac- 
tion, and a potential indirect effect of fairness in reward allo- 
cation on OCBs through job satisfaction. Livingstone, 
Roberts, and Chonko (1995) find a strong effect of equity in 
reward perceptions on job satisfaction, and Dubinsky and 
Levy (1989) suggest that fairness perceptions affect job sat- 
isfaction, which in turn could affect nonsales perfor- 
mance-related variables. As such, we predict a positive 
direct path from fairness in reward allocation to job satis- 
faction (үз in Figure 1). 

In summary, the original model depicted in Figure 1 pre- 
dicts that job satisfaction will be directly related to OCBs. 
The effects of person-organization fit, leadership support, 
and fairness in reward allocation on OCBs are indirect (i.e., 
mediated) through their influence on job satisfaction. We 
test these hypotheses in the studies that follow. 


Study 1 


Sample 


One hundred fifteen salespeople from a cellular phone com- 
pany selling messaging services to businesses and individual 
persons in the southeastern United States agreed to partici- 
pate in Study 1. These salespeople were organized into sales 
teams in different locations and reported to first-line sales 
managers. The salespeople focused on face-to-face selling, 
and all sales were the result of their individual selling activ- 
ities. Of the initial group, 91 totally completed the survey for 
an effective response rate of 79%. (The median age of 
respondents was 29 years; median income was in the 
$20,000-$29,999 range; 51 were female; 52 had a four-year 
college degree or more; the average amount of time with the 
organization was 1.89 years; compensation was composed 
of a small base salary plus commission.) 


Measures 


Organizational citizenship behaviors. We used self- 
report measures for all constructs. Although most studies 
utilize manager-ratings of OCBs (e.g., MacKenzie, Pod- 
sakoff, and Fetter 1993; Organ and Ryan 1995), self-report 
measures have been used in assessing sales-related perfor- 
mance and have been consistent with manager assessments 
(Churchill et al. 1985; Dubinsky et al. 1986; Oliver and 
Anderson 1994). Furthermore, self-rated OCBs could pro- 
vide a richer perspective as to behaviors of which sales man- 
agers might be unaware (Organ 1988). We used the 12 items 
listed by MacKenzie, Podsakoff, and Fetter (1993, p. 74) to 
measure OCBs. We used 3 items (each) to assess the dimen- 
sions of sportsmanship, civic virtue, conscientiousness, and 
altruism. The respondents evaluated each item on a seven- 
point scale ranging from "Never" to "As often as possible." 
We summed item scores witbin each dimension to form four 
indicators of a “global” OCBs construct. 

We made the decision to model the summed-item OCB 
dimensions as manifest indicators of a global construct as 
follows. In our model, job satisfaction is posited as the direct 


predictor of OCBs. As such, job satisfaction is hypothesized 
to have the same effect on altruism, conscientiousness, civic 
virtue, and sportsmanship. As previously stated, there is 
quite a bit of evidence that suggests the effects of job satis- 
faction on various dimensions of OCBs are similar. For 
example, Organ and Ryan's (1995) meta-analyses report 
sample-weighted mean correlations of .24, .23, .22, 20, .16, 
and .23 of job satisfaction with altruism, sportsmanship, 
compliance, courtesy, civic virtue, and single-factor com- 
posites of OCBs, respectively. Podsakoff and colleagues 
(1993) report correlations of .34, .38, and .33 of job satis- 
faction with altruism, attendance, and conscientiousness. 
Podsakoff and colleagues (1990) report correlations of .20, 
.20, .14, .22, and .20 of satisfaction with conscientiousness, 
sportsmanship, civic virtue, courtesy, and altruism. Others 
also report similar correlations between job satisfaction and 
OCB dimensions (Organ and Konovsky 1989; Smith, 
Organ, and Near 1983; Tansky 1993). As such, we use 
summed-item dimension scores of altruism, sportsmanship, 
civic virtue, and conscientiousness as four indicators of a 
“global” OCBs construct. 


Job satisfaction. We measured job satisfaction with three 
items taken from various sources (e.g., Price and Mueller 
1986). All three of the items were rated on seven-point 
scales. Two of the items were "strongly disagree" to 
“strongly agree" scales, and the other item was a “very dis- 
satisfied" 10 "very satisfied" scale. 


Person—organization fit. We developed the measure of 
person-organization fit specifically for this study. Four 
items asked the salespeople to assess the fit between their 
personal values and the organization's values. The items 
were evaluated on five-point scales ranging from "strongly 
disagree" to "strongly agree." 


Leadership support. We measured immediate leadership 
(supervisor) support with five items taken from measures of 
leadership support and consideration (House and Dessler 
1974). These items assessed the degree to which salespeople 
perceived their immediate supervisor as providing guidance, 
support, and consideration of salesperson input into the sell- 
ing and planning processes. All items were seven-point 
"strongly disagree" to "strongly agree" scales. 


Fairness in reward allocation. We adapted four items 
from Price and Mueller's (1986) Distributive Justice Index 
to assess salespeople’s belief that they have been rewarded 
fairly. These five-point items (“very little” to “very much”) 
asked salespeople to indicate the extent to which they have 
been rewarded fairly in view of their responsibilities, job 
effort, and performance. (Appendix A contains the measures 
for all constructs.) 


Modeling Procedures and Results 


Measurement model results. Consistent with the two-step 
approach advocated by Anderson and Gerbing (1988), we 
estimated a measurement model prior to examining struc- 
tural model relationships. We modeled the five constructs as 
five correlated first-order factors that corresponded to a four- 
item person-organizaüon factor, a four-item fairness in 
reward allocation factor, a five-item leadership support fac- 
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tor, a three-item job satisfaction factor, and a four-indicator 
OCBs factor. We used LISREL VII (Jóreskog and Sorbom 
1989), with covariances as input, to estimate the model. 

In Table 1 we present the results for this measurement 
model. The goodness-of-fit index (GFT) and the adjusted- 
goodness-of-fit index (AGFI) values were .81 and .75, 
respectively, which indicate marginal fit. Because it has 
been suggested that GFI and AGFI might suffer from incon- 
sistencies due to sampling characteristics (e.g., Hoyle and 
Panter 1995), we also report two fit indices that have been 
viewed as robust to sampling characteristics: the Tucker- 
Lewis index (TLI) and Bentler's (1990) comparative fit 
index (CFI). Values in the .90 range have been noted as des- 
ignating adequate fit for these indices. As we show in Table 
1, the fit was adequate for these two indices.. 

Evidence of internal consistency is provided by compos- 
ite reliability and coefficient alpha. Composite reliability is 
a LISREL-generated estimate of internal consistency analo- 
gous to coefficient alpha (Fornell and Larcker 1981). As 
Table 1 shows, these two estimates ranged from .69 to .94. 
Also included in Table | are the average variance extracted 
estimates, which assess the amount of variance captured by 
а construct's measure relative to measurement error, and the 
correlations (ф estimates) among the latent constructs in the 
model. Average variance extracted estimates of .50 or higher 


indicate validity for a construct's measure (Fornell and Lar- . 


cker 1981). АП but one estimate achieved this criterion (i.e., 
.39 for the four indicators of OCBs). Furthermore, all item 
(indicator)-loadings for each factor were significant-(p « 
.01) and ranged from .63 to .89 for person—organization fit, 
.67 to .90 for leadership support, .87-to .90 for fairness in 
reward allocation, .85 to .89 for job satisfaction, and .32 to 


.72 for OCBs. We performed one test of discriminant valid- 
ity among factors. If the square of the parameter estimate 
between two constructs (2) is less than the average variance 
extracted estimates of the two constructs, then discriminant 
validity is supported (Fornell and Larcker 1981). This crite- 
rion was met across all possible pairs of constructs. 


Structural model results. In Table 2 we present the 
results for the structural model depicted in Figure 1 (i.e., 
Original Model). The overall fit of the structural model was 
adequate, and the completely standardized path estimates 
indicate significant relationships among the constructs. With 
the exception of the fairness in reward allocation to job sat- 
isfaction path, all paths were statistically significant, and the 
model accounted for approximately 6396 of the variance 
(i.e., R2) in job satisfaction and 9% of the variance in OCBs. 


Potential direct effects. As stated previously, in research 
settings other than personal selling, direct effects from such 
variables as distributive justice, transformational leadership 
behaviors, and internalization of organizational values to 
OCBs have been estimated. To investigate potential direct 
effects of our exogenous variables on OCBs, we estimated 
alternative models. First, we estimated a "Full Model" with 
paths from person-organization fit to OCBs (1), leadership 
support to OCBs (2), and fairness in reward allocation to 
OCBs (*53). As shown in Table 2, the person—organization 
fit to OCBs path was significant, did improve fit from that of 
our Original Model (y2gg = 9.41, Чук = 3, p < .05), and ће 
R2 for OCBs went from .09 (Original Model) to .22 (Full 
Model). The leadership support to OCBs (үз) and fairness 
in reward allocation to OCBs (үз) paths did not improve 
model fit, and the effect of job satisfaction on OCBs became 


TABLE 1 
Measurement Model Results: Study 1 








x? df 


Measurement Model 230.62 160 


GFI AGFI Tul CFI 
81 75 .92 .94 


Internal Consistency 


Composite 

Reliability 
OCBs .69 
Job satisfaction .91 
Person-organization fit .88 
Leadership support .88 
Fairness in reward allocation .94 


Correlations Among Latent Constructs 


Job 
OCBs Satisfaction 
OCBs 1.00 
Job satisfaction .25 1.00 
Person-organization fit 41 77 
Leadership support .38 .60 
Fairness in reward allocation .27 .58 


NOTE: The x? statistic and all correlations are significant at the .01 level. 
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Average 
Coefficient Variance 
Alpha Extracted 
.69 .39 
.90 77 
.88 .65 
.87 60 
.94 78 
Person- Fairness 
Organization Leader in Reward 
Fit Support Allocation 
1.00 
.58 1.00 
67 .46 1.00 


TABLE 2 
Structural Model Results: Study 1 


12 а 
Original Model 240.03 163 
Full Model 230.62 160 
Partially Mediated Model 233.60 162 


GFI AGFI TLI CFI 
.80 74 .92 .94 
.81 75 .92 .94 
.81 .75 92 .94 


Completely Standardized Path Estimates and (t-values) 


Person—organization fit — Job satisfaction: т; 
Leadership support — Job satisfaction: yj. 

Fairness in reward allocation — Job satisfaction: үз 
Job satisfaction — OCBs: Bo, 

Person—organization fit-Leadership support: $42 
Person-organization fit-Fairness In reward allocation: $44 
Leadership support-Fairness in reward allocation: $23 
Person-organization fit — OCBs: ү; 

Leadership support > OCBs: тә 

Fairness in reward allocation > OCBs: тз 

R? – Job satisfaction 

R2 – OCBs 


Partially 
Original Full Mediated 
Model Model Model 
57 (4.29) .58 (4.30) 58 (4.27) 
.23 (2.17) .22 (2.09) .21 (2.00) 
.09 (.83п5) 09  (.79ns) 09  (.82ns) 
.29 (2.22) —27 (1.25п5) —17  (.80ns) 
.58 (3.82) .57 (3.83) 57 (3.86) 
.67 (4.67) .67 (4.68) .67 (4.68) 
.46 (3.35) .46 (3.35) .46 (3.35) 
— .47 (1.93) 58 (2.46) 
— .27 (1.67) — 
— -.02  (.10ns) — 
.63 .62 .62 
.09 .22 -19 


—————————————M————————————————————————— 
NOTE: All x? statistics were significant at the .01 level. Except where noted by “ns” (nonsignificant), t-values of 1.65 or greater are significant at 
the .05 level, and t-values of 1.96 or greater are significant at the .01 level. 


nonsignificant by the addition of the paths. (Although the t- 
value for the leadership support to OCBs [y] path was 
1.67, the change in model fit by adding this path after the 
person—organization fit to OCBs path was not significant 
Га = 2.90, dfa = 1, ns]. Therefore, the leadership sup- 
port to OCBs path was of little consequence to the model). 

On the basis of these results, we added just the per- 
son-organization fit to OCBs path (71) to the Original 
Model, forming а “Partially Mediated Model.” The addition 
of this path did improve model fit over that of the Original 
Model (24 = 6.43, dfa = 1, p < .05), and ће R2 for OCBs 
went from .09 (Original Model) to .19 (Partially Mediated 
Model) Again though, the effect of job satisfaction on 
OCBs became nonsignificant. Given the direct effect of per- 
son-organization fit and the nonsignificant effect of job sat- 
isfaction on OCBs, partial mediation was not supported 
totally. 

In summary, though we found general support for the 
model depicted in Figure 1, the direct path from 
person-organization fit to OCBs suggests that further inves- 
tigation is needed. This path could be specific to the sales 
situation. In their meta-analysis, Churchill and colleagues 
(1985) find that type of selling situation moderated the rela- 
tionships between predictor variables and aspects of sales 
performance. As such, we undertook another study using a 
different sales setting and a larger sample. 


Study 2 


Sample 


In Study 2 we surveyed real estate salespeople in a large 
southeastern city. We compiled a mailing list of real estate 


salespeople and mailed 700 questionnaires with postage- 
paid return envelopes. A cover letter assured the salespeople 
of the confidentiality and anonymity of their responses. Of 
the 700 mailed, 186 were completed. Because of some item 
nonresponse, 182 were used in all analyses for an effective 
response rate of 26%. (The median age of respondents was 
48 years; median income was in the $30,000—$39,999 
range; 142 were female; 86 had a four-year college degree 
or more; the average amount of time with the organization 
was 8.41 years; compensation was based solely on commis- 
sion.) Study 2 measures were identical to those of Study 1. 


Modeling Procedures and Results 


Measurement model results. In Table 3 we present the 
measurement model results for Study 2. An adequate level 
of fit was found, and with the exception of the OCBs con- 
struct, the internal consistency and variance extracted esti- 
mates offer support for the measures. (The rather low inter- 
nal consistency estimates for the OCBs construct is trouble- 
some. We expand on this issue subsequently.) All item (indi- 
cator)-loadings for each factor were significant (p « .01) and 
ranged from .72 to .87 for person—organization fit, .69 to .88 
for leadership support, .80 to .92 for fairness in reward allo- 
cation, .90 to .94 for job satisfaction, and .36 to .59 for 
OCBs. Using the correlations among the latent constructs (ф 
estimates) and the average variance extracted estimates, we 
repeated the test of discriminant validity among factors used 
in Study 1 here. We found support for the discriminant 
validity across all possible combinations of factors. 


Structural model results. In Table 4 we present the struc- 
tural model results for the model depicted in Figure 1 (Orig- 
inal Model). The overall fit of the structural model was ade- 
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TABLE 3 


Measurement Model Results: Study 2 
IMEEM a ПАР ИРА НИ ШИ M MUN UCM LL. 


2 df 


X 
Measurement Model 278.14 160 


GFI AGFI TLI CFI 
.87 .83 .94 .95 


Internal Consistency 


Composite 

Reliability 
OCBs. | 55 
Job satisfaction .94 
Person-organization fit .86 
Leadership support .89 
Fairness in reward allocation .92 


Correlations Among Latent Constructs 


Job 
OCBs Satisfaction 
OCBs 1.00 
Job satisfaction .46 1.00 
Person-organization fit .29 .50 
Leadership support .20 37 
Fairness in reward allocation .39 .49 


NOTE: The 22 statistic and all correlations are significant at the .01 level. 


quate, and with the exception of the leadership. support to 
job satisfaction path, all paths were statistically significant 
(p < .05 or better). Furthermore, the model accounted for 
32% of the variance in job satisfaction and 22% of the vari- 
ance in OCBs. 


Potential direct effects. We also estimated potential 
direct effects from the exogenous variables to OCBs. For a 
“Full Model” with paths from person-organization fit to 
OCBs (%1), leadership support to OCBs (Yz), and fairness 
in reward allocation to OCBs (y23), we found no improve- 
ment in fit over that of the Original Model (24g = 4.06, df, 
ig = 3, ns), and the R2 for OCBs went from .22 (Original 
Model) to .25. However, the fairness in reward allocation to 
OCBs path (үз) did indicate a significant t-value. Therefore, 
a “Partially Mediated Model” with just this path was esti- 
mated. Model fit did not improve significantly from that of 
the Original Model (¥24,¢ = 3.73, dfai = 1, ns), and the R2 
for OCBs went from .22 (Original Model) to .25 (Partially 
Mediated Model). In summary, from estimating the “Full” 
and ‘Partially Mediated” models for Study 2, we detected 
no improvement in model fit, which suggests that for real 
estate salespeople, the Original Model is supported. 


Discussion 


Summary and Implications 


We propose and test a model of potential predictors of OCBs 
in a sales setting. For the original model estimated, both sam- 
ples demonstrated support for the role of job satisfaction as a 
predictor of OCBs. However, for Study 1, when we added a 
direct person—organization fit to OCBs path to the model, the 
job satisfaction to OCBs path became nonsignificant. Both 
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Average 
Coefficient Variance 
Alpha Extracted 
54 .25 
.94 .83 
.85 64 
.89 .62 
.92 75 
Person- Fairness 
Organization Leader in Reward 
Fit Support Allocation 
1.00 
.56 1.00 
.55 53 1.00 


samples, though, provided support for the role of 
person-organization fit as a predictor of job satisfaction. The 
strength of this relationship is consistent with that found in 
previous research (Brown and Peterson 1993; O’Reilly, 
Chatman, and Caldwell 1991) and indicates the importance 
of careful employee selection and socialization processes. In 
particular, it is important that organizations provide potential 
employees with a realistic appraisal of their value systems 
and workplace environments. At the same time, managers, 
particularly those whose firms employ at the entry-level posi- 
tion, will need to pay close attention in the hiring process. 
Interviews using questions that assess person-organization 
fit and the willingness to perform OCBs could be of interest. 

There was less consistent support for the roles of leader- 
ship support and fairness in reward allocation as predictors 
of job satisfaction. Results from one study upheld leadership 
support, but not reward allocation, as a predictor of job sat- 
isfaction. Results from the other study upheld reward alloca- 
tion, but not leadership support, as a predictor of job satis- 
faction. A potential explanation for both differences might be 
found in the relative maturity level of the two samples. The 
average age of Study 1 participants was 29 years, versus an 
average age of 48 years for Study 2 participants. Similarly, 
the Study 1 sample had been members of their organizations 
an average of 1.9 years, versus 8.4 years for Study 2 respon- 
dents. Therefore, the more experienced real estate sales force 
might have a lower need for supervisory leadership, dimin- 
ishing the supervisory leadership-job satisfaction link that 
exists for the less experienced Study 1 participants. This 
explanation is consistent with the substitutes for leadership" 
theory, in which characteristics of the task, organization, or 
person neutralize the effects of leadership variables on crite- 
rion variables such as job satisfaction, commitment, and per- 


formance (Podsakoff et al. 1993). The age, higher level of 
experience with the task, greater autonomy, and commission 
basis of compensation of Study 2 respondents could have 
served to attenuate the leadership support to job satisfaction 
path, and the younger, lower level of experience, and salary 
and commission basis of compensation for Study 1 respon- 
dents could have served to strengthen this path. 

Conversely, the lack of significance of the path between 
fairness of reward allocation and job satisfaction in Study 1 
could relate to the role of experience in the formation of 
equity judgments. The relative inexperience of the first 
study sample might have widened the latitude of acceptance 
of this group in their formulation of equity judgments; that 
is, they might not have formed precise views about what 
constitutes an equitable reward. In this situation, wider vari- 
ances in rewards could have had little effect on job satisfac- 
tion. The more experienced participants in Study 2 could 
have formed relatively precise equity perceptions that would 
tend to influence their feelings of job satisfaction. This find- 
ing suggests that managers must be certain that new hires 
clearly understand what constitutes good performance rela- 
tive to reward allocation. This process can involve dis- 
cussing specific aspects of the job and explaining precisely 
how each component of the sales task influences reward out- 
comes. By clearly understanding how various tasks and 
behaviors are related to the compensation system, a new 
salesperson is more likely to view the allocation of rewards 
as fair and equitable. 

Another viable explanation for the results between lead- 
ership support and job satisfaction and fairness in reward 
allocation and job satisfaction is “common-method vari- 
ance" Because our data were collected cross-sectionally 
using self-report measures, the potential for common-meth- 


ods variance to affect relations among constructs exists. As 
noted by Cote and Buckley (1987), common-method vari- 
ance can inflate or deflate the relationship between two vari- 
ables. For both studies, we estimated a model that takes into 
account the effects of common method-variance with the fol- 
lowing results: In Study 1, the leadership support to job sat- 
isfaction path was not significant and the fairness in reward 
allocation to job satisfaction path was significant; and in 
Study 2, the fairness in reward allocation to job satisfaction 
path was attenuated but not to the point of nonsignificance. 
As such, it is possible that fairness in reward allocation is an 
important predictor of job satisfaction, but leadership support 
might not be. (We detail these procedures in Appendix B.) 

Also of interest are the findings related to the estimation 
of direct paths from our exogenous variables to OCBs. Only 
the person-organization fit to OCBs path of Study 1 was of 
consequence. Not only was this path significant, it resulted 
in a nonsignificant job satisfaction to OCBs path. А poten- 
tial explanation for this result again lies in the amount of 
time the two samples spent with their respective companies. 
It is possible that judgments of job satisfaction were not 
made as firmly for Study | participants because of the 
shorter period of time spent at their jobs. And, because judg- 
ments of “value congruence” (person-organization fit) often 
are made early in the recruitment and socialization 
processes (Chatman 1991; Dubinsky et al. 1986), estimates 
of person—organization fit might have been stronger, affect- 
ing a significant person—organization fit to OCBs path. 

It is also possible that direct effects of other variables on 
OCBs are sales situation specific and that other mediators 
exist. Given the results of other researchers, this explanation 
seems tenable. Podsakoff and colleagues (1990) find that job 
satisfaction did not mediate the effect of individualized 


TABLE 4 
Structural Model Results: Study 2 


x df 
Original Model 282.20 163 
Full Model 278.14 160 
Partially Mediated Model 278.47 162 


GFI AGFI TLI CFI 
.87 .84 94 95 
.87 .83 .94 .95 
.87 .83 .93 .94 


Completely Standardized Path Estimates and (t-values) 


Person-organization fit — Job satisfaction: т, 
Leadership support — Job satisfaction: түз 

Fairness in reward allocation — Job satisfaction: 7,3 
Job satisfaction > OCBs: Bo, 

Person-organization fit-Leadership support: $12 
Person-organization fit-Fairness in reward allocation: фз 
Leadership support-Fairness in reward allocation: $23 
Person—organization fit  OCBs: yo ` 

Leadership support > OCBs: yo» 

Fairness in reward allocation — OCBs: 723 

R? – Job satisfaction 

R? – OCBs 


Partially 

Original Full Mediated 
Model Model Model 
.32 (3.30) .32 (3.29) .32 (3.29) 
.04  (.40ns) .04  (.42ns) .04  (.41ns) 
.30 (3.29) .29 (3.24) .23 (3.25) 
.45 (4.01) 36 (2.88) .36 (3.01) 
56 (5.26) .55 (5.26) 55 (5.26) 
55 (5.68) 55 (5.69) .55 (5.69) 
53 (5.25) 53 (5.25) 53 (5.25) 

— .02  (.12ns) — 

— —07  (.58ns) — 

— .24 (1.90) .22 (2.00) 
32 32 32 
22 25 .25 


~ ~ MES ______________________________-== 
NOTE: All y? statistics are significant at ће .01 level Except where noted by "ns" (nonsignificant), t-values of 1 65 or greater are significant at 
the .05 level, and t-values of 1.96 or greater are significant at the 01 level. 
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leader support on OCBs, nor did satisfaction have a direct 
effect on OCBs. They did find that "trust" in leader medi- 
ated the effect of leader support on OCBs. In a nonsales set- 
ting, Konovsky and Pugh (1994) also find "trust" in leader- 
ship to be a mediator. Therefore, the results of finding a 
mediated effect of job satisfaction in Study 2, but not in 
Study 1, raises the possibility that satisfaction is a mediator 
of only certain variables on OCBs in certain sales situations 
(e.g., type of good sold, tenure of salesperson in current 
job), and that mediators of OCBs in a sales setting other than 
job satisfaction exist. 

What is also interesting are those things less likely to 
account for the differences in findings between ours and 
Podsakoff and colleagues' (1990) results—the use of self- 
report OCBs and modeling the OCB dimensions as indica- 
tors of a global construct. Although self-reports can inflate 
correlations between predictors and criteria, this problem 
has not been as serious as once thought in sales research 
(Churchill et al. 1985; Organ and Ryan 1995). And, 
although we did find some effects of "'common-methods" 
variance, the effects were related more to the predictors of 
job satisfaction than to the job satisfaction-OCBs link. 
Therefore, it is less likely that common-method variance 
generated from self-reports accounts for the differences 
between what we found and what Podsakoff and colleagues 
(1990) find (see Appendix B). We also estimated models in 
which each OCB dimension was treated as a separate 
endogenous variable, and the path estimates from job satis- 
faction to each OCB were similar (see Appendix C). There- 
fore, it also is less likely that a global OCBs construct as 
opposed to separate dimensions of OCBs (what Podsakoff et 
al. used) accounts for differences in the results between the 
studies. 

Most important though, the results of our studies support 
the view that administrative mechanisms can affect OCBs 
through their effect on job satisfaction. As a predictor of 
OCBs, job satisfaction could be of even more importance in 
modern sales organizations than is currently recognized. For 
example, an outside salesperson often needs assistance or 
guidance in dealing with a customer. Yet, his or her manager 
might not be available to provide advice or assistance on 
handling a specific customer-related problem. In this type of 
situation, coworkers can be of help. This can make a differ- 
ence in providing customer satisfaction and building cus- 
tomer relations—even though it might not be recognized by 
the sales manager, who is unaware of this coworker assis- 
tance. A salesperson who consistently performs OCBs (e.g., 
giving advice, helping design a presentation, sending a fax 
for another salesperson, dropping off some information for 
another salesperson to a prospective or current buyer) con- 
tributes to an organization’s long-term well-being by help- 
ing other salespeople make sales, retain customers, and/or 
increase customer satisfaction through superior service. 

Other implications for sales force management also are 
apparent. Recent research suggests that sales force control 
systems can range on a continuum from “outcome based” 
(i.e., objective performance evaluations like “sales volume") 
to “behavior based” (i.e., subjective evaluations such as 
salesperson input in promoting a “team concept”). Some 
evidence suggests that the latter type has greater positive 
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effects on salesperson behaviors and performance and con- 
tributes to the more efficient functioning of the overall orga- 
nization than does the former type (Cravens et al. 1993; 
Oliver and Anderson 1994). Because OCBs are more akin to 
behavior-based than outcome-based systems, sales man- 
agers are in a position to send powerful signals to salespeo- 
ple to behave in a manner that affects the overall efficiency 
of the firm and successful achievement of agency goals. 
Therefore, it is critical that sales managers make salespeople 
aware that OCBs are important in the contro! and evaluation 
of salespeople. By doing so, sales managers can affect per- 
formance of their overall sales organization. 

The movement toward project-focused work teams (e.g., 
national account teams) also could increase the importance 
of OCBs. Researchers note that the potential for social 
obstacles to performance substantially increases in work 
teams (Brown and Mitchell 1993). Work teams call for 
employees to step beyond their traditional work roles and 
departmental boundaries. To be effective, they must meet 
new work role demands and the need for higher levels of 
cooperation in the work team. The willingness to perform 
OCBs would seem important to the success of the work- 
team format and raises the corresponding issue of the influ- 
ence of group-level OCBs as a predictor of individual per- 
formance as well as group performance (Gladstein 1984). 
With young salespeople, like those of Study 1, the “work 
team”—OCBs connection could be even more important to 
sales managers in stating how rewards are earned and allo- 
cated. In “team selling” to national accounts, the separation 
between individual tasks and rewards the team receives ver- 
sus what the person receives might not be clearly evident. 
For example, a young salesperson could perceive his or her 
financial reward or personal recognition as diminished by 
serving on a team, rather than getting credit for making the 
sale individually. Without clarity in reward allocation, top 
salespeople can become dissatisfied, be less willing to stay 
a “team player,” and be less likely to perform OCBs, which 
detract from the performance of the team. 

Interestingly, however, it is in these team-sales settings 
and environments with long sales cycles where OCBs could 
be the most important for the firm. These types of sales sit- 
uations involve ongoing interactions with the customer and 
could require salespeople and other members of the organi- 
zation to go "the extra mile" without extra compensation. 
This means that managers must stress continually that long- 
term success comes from everyone working as a team, 
which will on occasion require helping other members of 
the organization. Sales settings in which follow-up service is 
required can benefit from direct salespeople and employees 
facilitating the sales and service processes who are encour- 
aged to be good citizens to help ensure the smooth func- 
tioning of the sales process. Maintaining business ties could 
require many members of the firm that directly or indirectly 
influence the selling process to "pitch in and help;" even if 
the efforts are not tied to the formal reward structure. 

Many sales organizations also look to their present sales 
force as a prime source for sales management candidates. In 
a recent study, Ingram, Lee, and Lucas (1991) find that 
salespeople classified as “corporate citizens" are highly val- 
ued employees, expend great amounts of effort toward the 


company, and have low turnover rates. In organizations that 
stress behavior-based control systems, salespeople who have 
been good corporate citizens appear to be strong candidates 
for sales management positions. Because they are responsi- 
ble for socializing and mentoring new salespeople, they are 
in a position to stress the value of performing OCBs to 
incoming salespeople (LIMRA 1994; Pullins, Fine, and 
Warren 1996). Even formal, required, mentoring relation- 
ships might be ineffective without the mentor being willing 
to go beyond "in-role" mentoring activities and provide 
additional help and guidance to the less experienced sales- 
person. Therefore, identifying those salespeople who rate 
themselves highly on OCBs may be a source of future man- 
agers who not only will stress the importance of OCBs, but 
will perform OCBs themselves as they move up the organi- 
zation hierarchy. 

Our findings also have potential implications from per- 
formance and strategic perspectives. Ostroff (1992) suggests 
that the relation between employee job satisfaction and 
organizational performance is important and could be medi- 
ated by OCBs. She suggests that the internal adaptability of 
an organization could be a precursor to adapting to external 
environmental change. Organizational citizenship behaviors 
represent a logical internal adaptation mechanism in that 
employees who engage in OCBs go above and beyond the 
job requirements and thus help the organization to adapt to 
changing circumstances in the marketplace. As the external 
environment changes (e.g., imposing new customer 
demands, technology changes, a greater emphasis on ser- 
vice), organizations must adapt, requiring employees to 
engage in behaviors beyond their formal job descriptions. 
Organizations with internal environments that foster OCBs 
might be able to adapt to external environmental changes 
more fluidly. This line of reasoning is supported by Brown 
and Mitchell (1993), who examine organizational obstacles 
to performance in the services industry. Organizational 
obstacles can be technical (e.g., computer malfunction) or 
social (e.g., lack of cooperation from coworkers/employ- 
ees). They find that the social obstacles were more apt to 
influence customer satisfaction negatively and suggest that 
the removal of these obstacles is an important managerial 
role. By extension, providing an atmosphere that fosters 
OCBs would be an equally important managerial role. 


Limitations and Further Research 


The results of the two studies are tempered with certain lim- 
itations. First, the cross-sectional nature of the data preclude 
any causal statements. All we can conclude is that OCBs, 
job satisfaction, person—organization fit, leadership support, 
and fairness in reward allocation were related at one point in 
time. Clearly, experimental research is required to make 
definitive statements about causal relationships between 
OCBs and the variables examined here. 

Second, though evidence suggests that the risk of 
inflated correlations between predictor and criterion due to 
common-methods variance could be overstated in a sales 
setting (Churchill et al. 1985; Oliver and Anderson 1994; 
Organ and Ryan 1995), further studies assessing self-, 
supervisor-, and coworker-rated OCBs would provide for a 


much needed examination of similarities and differences 
due to these three sources. Further sales-oriented OCBs 
research also should consider several mediators simultane- 
ously to determine which ones have stronger effects. The 
results of our studies, combined with the results that others 
report (Konovsky and Pugh 1994; Podsakoff et al. 1990), 
suggest that job satisfaction might mediate the effect of 
other variables on OCBs only in certain selling situations. 

Third, the generalizability of our results to industrial- 
ized sales ог business-to-business contexts, where 
buyer-seller relationships are developed over time, is not 
known. Although the importance of OCBs and their rela- 
tion to behavior-based systems are intuitively appealing to 
such settings, our results shed no light on these potential 
relationships. These relationships also seem to be an area 
worthy of further research. Finally, the low internal consis- 
tency estimates of the OCB dimensions as indicators in 
Study 2 suggest that more work is needed on the conceptu- 
alization and measurement of OCBs. The low reliability of 
the OCBs construct could have biased the path estimate 
between job satisfaction and OCBs. Although several OCB 
measures have been advanced, the “domain” of OCBs 
seems an issue open for debate. Studies examining the 
domain of this construct and measurement refinement from 
both the salesperson and sales manager perspectives could 
be of interest. 


Appendix A 
Measures of Constructs 


Organizational Citizenship Behavior Items 
Sportsmanship: 


1. Consume a lot of time complaining about trivial matters. 

2. Tend to make “mountains out of molehills” (make problems 
bigger than they are). 

3. Always focus on what's wrong with my situation, rather 
than the positive side of it. 


Civic Virtue: 
4. “Keep up” with developments in the company. 
5. Attend functions that are not required, but that help the com- 
pany image. 


6. Risk disapproval in order to express my beliefs about what's 
best for the company. 


Conscientiousness: 


7. Conscientiously follow company regulations and procedures. 

8. Turn in budgets, sales projections, expense reports, etc. ear- 
lier than is required. 

9. Return phone calls and respond to other messages and 
requests for information promptly. 


Altruism: 


10. Help orient new agents even though it 15 not required. 


11. Always ready to help or lend a helping hand to those 
around me. 


12. Willingly give of my time to others. 
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Job Satisfaction Items 


1. I.feel fairly well satisfied with my present line of work. 

2 I feel a great sense of satisfaction from my line of work. 

3. АП things considered (i.e., pay, promotion, supervisors, co- 
workers, etc.), how satisfied are you with your present line 
of work? 


Person—Organization Fit Items 
1. 1 feel that my personal values are a good fit with this 
organization. 
2. This organization has the same values as I do with regard to 
concern for others. 


3. This organization has the same values as'I do with regard to 
honesty. 


4. This organization has the same values as I do with regard to 
fairness. 


Leadership Support Items 


— 


. My supervisor asks salespeople for their suggestions on 
what assignments should be made. 


2. My supervisor gives advance notice of changes. 


о 


- My supervisor treats all the salespeople s/he supervises as 
his/her equal. 
4. My supervisor is friendly and approachable. 


Сл 


. My supervisor asks salespeople for their suggestions соп- 
cerning how to carry out assignments. 


Fairness in Reward Allocation Items 
1. To what extent are you fairly rewarded considering the 
responsibilities you have? 
2. To what extent are you fairly rewarded for the amount of 
effort you put forth? 
3. To what extent are you fairly rewarded for the stresses and 
strains of your Job? 


4. To what extent are you fairly rewarded for the work you 
have done well? 


Appendix B 
Procedures and Results of a 
Common-Methods Model 


To investigate the effects of common-method variance, we 
reestimated the original model in Figure 1 by adding a 
"same-source" factor to the indicators of all model con- 
structs (MacKenzie, Podsakoff, and Fetter 1993; Williams 
and Anderson 1994). We compared two models: a model in 
which the same-source factor loadings are constrained to 
zero (i.e., "constrained model") and a model in which the 
same source-factor loadings are estimated freely (i.e., 
"unconstrained model"). The unconstrained model repre- 
sents the same-source factor, and the difference between the 
constrained and unconstrained models represents a signifi- 
cance test of the effects of a same-source factor. 
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For Study 1, the fit indices for the constrained model 
were y? = 245.38, df = 166, p < .01; GFI = .80; АСЕ = .74. 
The path estimates were person—organization fit to job satis- 
faction = .60; leadership support to job satisfaction = .21; 
fairness of reward allocation to job satisfaction = .07ns; job 
satisfaction to OCBs = .29; person-organization fit-leader- 
ship support — .57; person-organization fit-fairness in 
reward allocation — .69; and leadership support-fairness in 
reward allocation = .47. The fit indices for the unconstrained 
model were Х2 = 190.19, df = 147, p < . 01; GFI = .84; AGFI 
= .77. The difference in fit between these two models was 
significant (Х24 = 55.19, dfar = 19, p < 01), which sug- 
gests that a same-source factor is evident. Also, 9 of the 20 
loadings on the same-source factor were significant, but the 
indicator loadings to their theoretical factors all remained 
significant with little attenuation. The path estimates from 
the unconstrained model were person—organization fit to job 
satisfaction = .60; leadership support to job satisfaction = 
.14ns; fairness of reward allocation to job satisfaction = .23; 
job satisfaction (о OCBs = .33; person-organization 
fit-leadership support = .57; person-organization fit—fair- 
ness in reward allocation = .69; and leadership support-fair- 
ness in reward allocation — .49. Therefore, the leadership 
support to job satisfaction path was attenuated to the point 
of nonsignificance, but the fairness in reward allocation to 
job satisfaction path became significant when common- 
method variance was accounted for. 

For Study 2, the constrained model fit indices were y? = 
316.57, df = 166, p < .01; GFI = .86; AGFI = .82. The path 
estimates were person—organization fit to job satisfaction = 
.37; leadership support to job satisfaction = .04ns; fairness 
of reward allocation to job satisfaction = .33; job satisfaction 
to OCBs = .48; person-organizational fit-leadership support 
= .60; person—organization fit-faimess in reward allocation 
= .64; and leadership support—fairness in reward allocation 
= .58. The unconstrained model fit indices were x? = 278.98, 
df = 147, p < .01; GFI = .87; АСЕ = .82. The difference in 
fit between these two models was significant (y24g = 37.59, 
dfar = 19, p <. 01), 16 of the 20 loadings on the same- 
source factor were significant, and the loading of sports- 
manship to the OCBs factor became nonsignificant. The 
path estimates were person-organization fit to job satisfac- 
tion = .36; leadership support to job satisfaction = .04ns; 
fairness of reward allocation to job satisfaction = .23; job 
satisfaction to OCBs = .30; person-organizational fit-lead- 
ership support — .60; person-organization fit-faimess in 
reward allocation = .64; and leadership support-fairness in 
reward allocation = .58. Therefore, two paths were attenu- 
ated when accounting for the effects of common-method 
мапапсе, (ће job satisfaction to OCBs path and the fairness 
in reward allocation to job satisfaction path. However, nei- 
ther were attenuated to the point of nonsignificance. 

In summary, there was some effect of common-methods 
variance. More important, these effects showed that in our 
studies, leadership support did not affect job satisfaction 
when accounting for common-method variance and that 
fairness in reward allocation does affect job satisfaction con- 
sistently in the presence of common-method variance. 


Appendix С 
Models With Each OCB Dimension 
as a Separate Construct 


We specified a model in which each OCB dimension was 
treated as a separate three-item construct and "freely" 
estimated paths from job satisfaction to each OCB dimen- 
sion. 

For Study 1, the fit of the model was marginal, (y? = 
489.33, df = 334, p « .01; GFI = .74, AGFI = .68, TLI = .89, 
CFI = .90). Completely standardized path estimates were 
person-organization fit to job satisfaction — .58; leadership 
support to job satisfaction = .22; fairness in reward alloca- 
tion to job satisfaction = .09ns; job satisfaction to civic 
virtue = .22; job satisfaction to sportsmanship = .28; job sat- 
isfaction to altruism — .17ns; job satisfaction to conscien- 
tiousness = .44. Explained variance estimates in civic virtue, 
sportsmanship, altruism, and conscientiousness were .05, 
.08, .03, and .20, respectively. 

To demonstrate further that the effects of job satisfaction 
on the four OCB dimensions are similar, we estimated a 
model that constrained the four paths from job satisfaction 
to be equal to one another and compared this constrained 
model with the model estimated previously (i.e., the freely 
estimated model). The fit of the constrained model was X? = 
494.87, df = 337, p « .01; GFI = .74, AGFI = .68, TLI = .89, 
CFI = .90. The difference in fit between the constrained and 
freely estimated model was not significant (24ү = 5.94, 
ағ = 3, p > .05), which suggests that the paths from job 
satisfaction to civic virtue, sportsmanship, altruism, and 
conscientiousness were equal. Last, we estimated direct 
effects from the exogenous constructs to each OCB dimen- 
sion. For Study 1, we detected no significant direct paths 
from any exogenous variable to any OCB dimension. 


For Study 2 the fit of the model in which all paths from 
job satisfaction to separate OCB dimensions were freely 
estimated was adequate (72 = 531.67, df = 334, p < .01; ОН 
= .84, AGFI = .80, TLI = .93, CFI = .95). Path estimates 
were person-organization fit to job satisfaction = .32; lead- 
ership support to job satisfaction = .04ns; fairness in reward 
allocation to job satisfaction — .30; job satisfaction to civic 
virtue = .34; job satisfaction to sportsmanship = .30; job sat- 
isfaction to altruism = .15; job satisfaction to conscientious- 
ness — .37. Explained variance estimates in civic virtue, 
sportsmanship, altruism, and conscientiousness were .12, 
.09, .02, and .14, respectively. We also estimated the con- 
strained model and compared it to the freely estimated 
model. The fit of the constrained model was Х2 = 434.80, df 
= 337, p < .01; GFI = .84, АСЕ = .80, TLI = .93, CFI = .95. 
The difference in fit between the constrained and freely esti- 
mated models was not significant (x24, = 3.13, ЧФат= 3, p 
> .05). 

We also estimated direct effects from the exogenous 
constructs to each OCB for Study 2 and found two signif- 
icant direct paths. Because the fairness in reward to 
sportsmanship path exhibited the highest modification 
index, we estimated it first. This path did improve model 
fit а = 7.82, dfai = 1, p < .05) and increased the vari- 
ance explained in sportsmanship from .10 to .14. (All job 
satisfaction to OCB dimension paths remained signifi- 
cant.) We then estimated the fairness in reward to civic 
virtue path. This path improved model fit (ya = 5.27, 
абат = 1, p < -05) and increased the variance explained in 
civic virtue from .12 to .16. (All other paths remained sig- 
nificant.) Therefore, only 2 of 24 paths from exogenous 
variables to the OCB dimensions were significant across 
studies. 
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1. THE MARKETING ENVIRONMENT 


1.1 Consumer Behavior 
See also 96, 118, 119, 121, 126, 134, 158, 173, 175, 181, 188, 194, 
205, 214, 215, 216, 218 


The Sibling Syndrome. Diane Crispell, American Demographics, 
18 (August 1996), pp. 24-30. [Shared relationships, Family-ties, 
Effects, Age groups, Physical distance, Money spent, Occasions, 
Advertising, Statistical data.] 1 


Black, Hip, and Primed to Shop. Christy Fisher, American 
Demographics, 18 (September 1996), pp. 52-58. [Trends, Market 
segments, Expenditures, Categories, Quality, Brand names, Store 
preferences, Age groups, Image, Feeling respected, TV viewing, 
Market strategy, Statistical data.] 2 


Life Stages of the Mature Market. George P. Moschis, American 
Demographics, 18 (September 1996), pp. 44—47, 50. [Trends, Mar- 
ket segments, Healthy Indulgers, Healthy Hermits, Ailing Outgo- 
ers, Frail Recluses, Needs, Lifestyles, Consumption habits, Market 
strategy, Examples.] 3 


Radio Songs. John P. Robinson, American Demographics, 18 
(September 1996), pp. 60-64. [Trends, “Serious music,” Public 
broadcasting, Market segments, Well-educated, “Secondary activ- 
ity,” Improved technology, Assessment. ] 4 


The Age of Self-Navigation. Chip Walker and Elissa Moses, 
American Demographics, 18 (September 1996), pp. 36-40, 42. 
[Trends, Empathy, Belonging, Achievement, Enjoyment, Values, 
Expectations, Market strategy, Statistical data.] 5 


The Effects of the Service Environment on Affect and Con- 
sumer Perception of Waiting Time: An Integrative Review and 
Research Propositions. Julie Baker and Michaelle Cameron, 
Journal of the Academy of Marketing Science, 24 (Fall 1996), pp. 
338-49. [Literature review, Model presentation, Propositions, 
Impacts, Elements, Ambient, Design, Social, Assessment, Man- 
agerial implications.] 6 


Anticipation of Injurious Consumption Outcomes and Its 
Impact on Consumer Attributions of Blame. Mitch Griffin, 
Barry J. Babin, and Jill S. Attaway, Journal of the Academy of Mar- 
keting Science, 24 (Fall 1996), pp. 314—27. [Literature review, 
Attributional model, Hypotheses, Consumer survey, Variables, 
Experience, Risk aversion, Perceived danger, Warning labels, Ad 
message, Service level, Statistical analysis.] 7 


When Consumers Complain: А Path Analysis of the Key 
Antecedents of Consumer Complaint Response Estimates. 
Jagdip Singh and Robert E. Wilkes, Journal of the Academy of 
Marketing Science, 24 (Fall 1996), pp. 350-65. [Literature review, 
Model development and testing, Hypotheses, Survey of house- 
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holds, Attitudes, Three different service industries, Expectancy 
value judgments, Voice, Private, Third-party responses, Dissatis- 
faction intensity, Statistical analysis, Managerial implications.] 8 


Market Segmentation Based on Age and Attitude Toward the 
Past: Concepts, Methods, and Findings Concerning Nostalgic 
Influences on Customer Tastes. Morris B. Holbrook and Robert 
M. Schindler, Journal of Business Research, 37 (September 1996), 
pp. 27-39. [Literature review, Consumer survey, Preferences, 
Oscar-winning motion pictures, Nostalgia proneness, Statistical 
analysis, Managerial implications.] 9 


Trend Effects and Gender Differences in Retrospective Judg- 
ments of Consumption Emotions. Laurette Dube and Michael S. 
Morgan, Journal of Consumer Research, 23 (September 1996), pp. 
156-62. [Discussion; Hypotheses; Study of hospital patients; 
Information processing; Men's retrospective judgments of positive 
emotions were highly sensitive to trend effects, while women 
demonstrated trend effects in judgments of negative emotions; 
Implications; Canada.] 10 


Deconstructive Strategy and Consumer Research: Concepts 
and Illustrative Exemplar. Barbara S. Stern, Journal of Con- 
sumer Research, 23 (September 1996), pp. 136—47. [The article 
presents interpretations of an advertising exemplar—Joe Camel— 
from the perspectives of the New Criticism and structuralism and 
then performs a deconstructive reading that subverts these inter- 
pretations, Implications.] 11 


Consumption Vocabulary and Preference Formation. Patricia 
M. West, Christina L. Brown, and Stephen J. Hoch, Journal of 
Consumer Research, 23 (September 1996), pp. 120—35. [Literature 
review, Two experiments, Effects, Better-defined and more consis- 
tent preferences, Improved cue discovery, Learning, ANOVA.] 12 


The Convenience of Catalog Shopping: Is There More to It 
than Time? Kenneth C Gehrt, Laura J Yale, and Diana A. Law- 
son, Journal of Direct Marketing, 10 (Autumn 1996), pp. 19-28. 
[Literature review, Content analysis, Consumer diary procedure, 
Variables, Time, Space, Effort, Convenient/inconvenient, Satis- 
fied/dissatisfied, Assessment] 13 


Understanding the Antecedents to Defaulting on Direct 
Response Financial Obligations. James W. Peltier, John A. Schi- 
browsky, and John Davis, Journal of Direct Marketing, 1] (Winter 
1997), рр. 55-65. [Literature review, Model testing, Data collec- 
tion, Credit rating, Credit opportunity, Length of credit, Impacts, 
Default status, Comparisons, Direct response media, Product 
offers, Statistical analysis.] 14 


Automatic and Strategic Processes in Advertising Effects. 
Klaus G. Grunert, Journal of Marketing, 60 (October 1996), pp. 
88—101. [Literature review, Influences, Subconscious, Conscious, 
Attention, Perception, Learning, Retrieval, Information use, Propo- 
sitions, Purchase-relevant cognitive structure, Brand evaluation, 
Activation and attention, Product involvement, Assessment.] 15 


Building Market Structures from Consumer Preferences. Lee 
G. Cooper and Akihiro Inoue, Journal of Marketing Research, 33 
(August 1996), pp. 293-306. [Literature review, Model presenta- 
tion, Comparisons, Segment maps, Submarkets, Data types, 
Switching probabilities, Attribute ratings, Brand loyalty, Automo- 
biles, Nation of origin, Size, Luxury level, Market strategy, Statis- 
tical analysis.] 16 


An Investigation of the Mediational Mechanisms Underlying 
Attitudinal Conditioning. John Kim, Chris T. Allen, and Frank R. 
Kardes, Journal of Marketing Research, 33 (August 1996), pp. 
318-28. [Literature review, Hypotheses, Two experiments, Brand 
attitudes, Attractive and descriptive visual images, Inferential 
beliefs versus transferring affect, Statistical analysis. ] 17 


Why Switch? Product Category—Level Explanations for True 
Variety-Seeking Behavior. Hans C.M. Van Trijp, Wayne D. 
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Hoyer, and Jeffrey Inman, Journal of Marketing Research, 33 
(August 1996), pp. 281-92. [Literature review, Hypotheses, Field 
study of Dutch consumers, Intrinsically and extrinsically moti- 
vated, Brand switching, Interactions, Statistical analysis.] 18 


Modeling Organ Donation Behavior: A Test of the Theory of 
Planned Behavior Model. Samart Powpaka, Journal of Nonprofit 
and Public Sector Marketing, 4 (No. 3, 1996), pp. 33-62. [Litera- 
ture review, Models, Variants, Personal interviews, Beliefs (norma- 
tive, control), Attitudes toward the act, Subjective norm, Behav- 
ioral intentions, Statistical analysis, Managenal implications.] 19 


Hispanic and Native American Adolescents: An Exploratory 
Study of Their Approach to Shopping. Soyeon Shim and Ken- 
пећ С. Gehrt, Journal of Retailing, 72 (Fall 1996), pp. 307-24. 
[Literature review, Hypotheses, Survey, Shopping orientations, 
Social/Hedonistic, Overpowered, Utilitarian, Comparisons, 
Whites, Statistical analysis.] 20 


1.2 Legal, Political and Economic Issues 
See also 166, 167, 168, 169, 170, 179 


The New Era of Business Regulation. Thomas A. Hemphill, 
Business Horizons, 39 (July/August 1996), pp. 26-30. [Trends, 
Strategic policy, Self-regulation, Corporate-environmental partner- 
ships, Equal employment opportunity, Assessment, Recommenda- 
tions.] 21 


Research-Based Advertising to Preserve Brand Equity But 
Avoid "Generlcide." Gillian Oakenfull and Betsy Gelb, Journal of 
Advertising Research, 36 (September/October 1996), pp. 65-72. 
[Literature review, Legislation, Court decisions, Model develop- 
ment, Category and instance dominance, Trademark protection, 
Advertising, Research, Guidelines.] 22 


A Pound of Cure. Erica B Garay and Alan S Rutkin, Journal of 
Health Care Marketing, 16 (Fall 1996), pp. 50—53. [Discussion, 
Vicarious liability, FTC, Lawsuits, Court decisions, Breech of war- 
ranty, False and unsubstantiated claams, HMO promotional and 
subscriber materials, Assessment, Guidelines.] 23 


Wrong Number. Joseph J. Ortego, Marketing Management, 5 
(Summer 1996), pp. 60—62. [Discussion, Regulation, Automatic 
dialing and announcing devices, First Amendment challenges, Leg- 
islation, Court decisions, Intrusion into people's privacy, Impacts, 
Telemarketers.] 24 


Retailers Urged to Prepare for Risks and Benefits of Telecom- 
munications Law. Julie Ritzer Ross, Stores, 78 (September 1996), 
pp. 34, 36. [Discussion, FCC, Deregulation, Competition, Unre- 
solved issues, Consumer electronics bundling, Universal service, 
V-chips, Toll fraud, Slamming (changing a consumer's long dis- 
tance carrier without permission).] 25 


1.3 Ethics and Social Responsibility 
See also 21, 24, 86, 132, 151, 174, 198 


You've Got a Great Environmental Strategy—Now What? 
Marc J. Epstein, Business Horizons, 39 (September/October 1996), 
pp. 53-59. [Discussion; Three Rs (reduce, reuse, recycle); Product 
life cycles; Estimating future environmental impacts; Performance 
evaluation systems for teams, managers, and strategic business 
units; Success, Guidelines.] 26 


Response to Fraud: Deliver Us from Evil? (Part 2), Nick Hod- 
son, Business Quarterly (Canada), 61 (Autumn 1996), pp. 34—39. 
[Establishing a steering group, Controlling communications, 
Resource requirements, Developing an action plan, Preliminary 
analysis, Interviewing the suspect, Suspension, Investigation, 
Assessment. ] 27 


How Corporate Profits Deliver Social Good. John Hood, Con- 
sumers' Research, 79 (August 1996), pp. 10-14. [Discussion, 


Health care products, Consumer safety, Improvements, Costs, 
Product testing, Examples.] 28 


Cops Versus Robbers in Cyberspace. Philip E. Ross, Forbes, 158 
(September 9, 1996), pp. 134-39 [Trends, Intellectual property, 
Theft prevention, Problems, Protection systems, Examples. 29 


Values in Tension: Ethics Away from Home. Thomas Donaldson, 
Harvard Business Review, 74 (September/October 1996), pp. 
48-49, 52-56, 58, 60, 62. [Corporate culture, International, Princi- 
ples, Respect for core human values, Local traditions, Importance 
of context when making decisions, Success, Guidelines.] 30 


Making Differences Matter: А New Paradigm for Managing 
Diversity. David A. Thomas and Robin J. Ely, Harvard Business 
Review, 74 (September/October 1996), pp. 79-90. [Corporate cul- 
ture, Work perspectives, Discrimination-and-fairness, Access-and- 
legitimacy, Preconditions, Application, Banking industry.] 31 


Newspapers’ Standards for Acceptable Advertising. Herbert J. 
Rotfeld, Kathleen T Lacher, and Michael S. LaTour, Journal of 
Advertising Research, 36 (September/October 1996), pp. 37-48. 
{Literature review, Survey of publishers and ad managers, Clear- 
ance job responsibilities, Structured process for acceptance, 
Applied policies and practices, Types of products or advertising 
styles likely to be rejected.] 32 


Moral Intensity and Ethical Decision-Making of Marketing 
Professionals. Anusom Singhapakdi, Scott J. Vitell, and Kenneth 
L. Kraft, Journal of Business Research, 36 (July 1996), pp. 
245-55. [Literature review, Ethical perceptions and intentions, 
Hypotheses, Survey of American Marketing Association members, 
Intensity components, Relationships, Scenarios, Statistical 
analysis.] 33 


2. MARKETING FUNCTIONS 


2.1 Management, Planning, and Strategy 

See also 21, 26, 27, 31, 33, 75, 76, 78, 80, 92, 98, 103, 104, 105, 
107, 109, 110, 114, 117, 120, 130, 133, 135, 139, 143, 144, 145, 
146, 147, 148, 150, 152, 153, 155, 156, 159, 171, 176, 177, 182, 
184, 185, 191, 192, 196, 198, 199, 202, 210, 211, 212, 225, 236, 
237 ^ - 

The Strategic Power of Internal Service Excellence. Richard D. 
Hays, Business Horizons, 39 (July/August 1996), pp. 15-20. [Dis- 
cussion, Problems, Apparent monopoly, Internally driven culture, 
Low clarity of expectations and results, Inefficient service offering, 
Turnaround, Guidelines.] 34 


Crafting Strategies for Global Marketing in the New Millen- 
nium. William L. Shanklin and David A. Griffith, Business Hori- 
zons, 39 (September/October 1996), pp. 11-16. [Corporate plan- 
ning; Market strategy, Matrix; Geographic approaches; Standard- 
ization; Regionalızation; Localization; Core competencies; Cost-, 
customer-, and innovation-based; Managerial guidelines.] 35 


Business Quarterly (Canada), 61 (Autumn 1996), pp. 48—76. [Four 
articles on creativity and innovation, Organizational survival, 
Characteristics of entrepreneurial organizations, Deregulation, 
Global brands, Corporate image, Social conditions, Examples.] 36 


Internet Access: Managing Costs and Benefits. Urs E. Gattiker, 
Linda Janz, and Martina Schollmeyer, Business Quarterly 
(Canada), 61 (Autumn 1996), pp. 85-92. [Discussion, Organiza- 
tion's objectives and needs, Dial-up account, Serial Line Internet 
Protocol/Point-to-Point Protocol, Leased line, Access costs, Inter- 
national markets, Management issues, Assessment. ] 37 


Make It Simple. Zachary Schiller, Greg Burns, and Karen Lowry, 
Business Week, (3492, September 9, 1996), pp. 96-99, 102, 104. 
[Discussion; Market strategy; Standardizing; Reducing trade pro- 
motions, coupon offers, marginal brands, product lines, and new 


product launches; Impacts; Sales, costs, and profits; Case study.] 
38 


Increasing Returns and the New World of Business. W Brian 
Arthur, Harvard Business Review, 74 (July/August 1996), pp. 
100-109. [Discussion, Knowledge-based companies, Adaptation, 
Linking and leveraging, Psychological positioning, Feedback, Ser- 
vices, Managerial guidelines.] 39 


Manage Marketing by the Customer Equity Test. Robert C. 
Blattberg and John Deighton, Harvard Business Review, 74 
(July/August 1996), pp. 136-44. [Investing in highest-value cus- 
tomers, Add-on sales, Cross-selling, Reducing acquisition costs, 
Equity gains and losses, Branding, Customer retainability, Con- 
sider separate marketing plans, Examples.] 40 


A Strategic Approach to Managing Product Recalls. N. Craig 
Smith, Robert J. Thomas, and John А. Quelch, Harvard Business 
Review, 74 (September/October 1996), pp. 102-12. [Corporate 
planning, Decision making, Teams, Customer communications, 
Logistics and information systems, Opportunities, Long-term, 
Examples.] 41 


Strategic Renewal for Business Units. John O. Whitney, Harvard 
Business Review, 74 (July/August 1996), pp. 84-98. [Corporate 
planning, Matrix, Strategic importance, Significance, Profitability, 
Reasons for losing focus, Success, Guidelines.] 42 


Influence Strategies in Organizational Buying Decisions. Mark 
A. Farrell and Bill Schroder, Industrial Marketing Management, 25 
(July 1996), pp. 293-303. [Literature review, Hypotheses, Survey 
of marketing managers, Factors, Coalition, Consultation, 
Exchange, Inspirational appeals, Legitimating, Personal appeals, 
Pressure, Rational persuasion, Statistical analysis, Managerial 
implications.] 43 


Reengineering Using the Theory of Constraints: A Case Analy- 
sis of Moore Business Forms. John F. Tanner, Jr. and Earl D. Hon- 
eycutt, Jr., Industrial Marketing Management, 25 (July 1996), pp. 
311-19. [Theoretical discussion, Scientific method, Evaporating 
clouds (examining assumptions underlying the issue), Effects, 
Salespeople, Customers, Assessment ] 44 


Risk Coordinative Maneuvers During Buyer-Seller Negotia- 
tions. Kevin W. Westbrook, Industrial Marketing Management, 25 
(July 1996), pp 283-92. [Literature review; Model proposal; 
Propositions; Risk, cooperative, and reciprocal orientations, 
Power/dependency; Problem solving and concessionary behaviors, 
Information exchange; Assessment. ] 45 


Understanding and Evaluating Cross-Functional Sourcing 
Team Leadership. Robert J. Trent, International Journal of Pur- 
chasing and Materials Management, 32 (Fall 1996), рр. 29-36. 
[Organizational structure, Success linkage, Leader’s responsibili- 
ties and requirements, Assessment scales to identify behavioral 
style and ability to satisfy critical leadership requirements.] 46 


The Quality and Effectiveness of Marketing Strategy: Effects 
of Functional and Dysfunctional Conflict in Intraorganiza- 
tional Relationships. Anil Menon, Sundar G. Bharadwaj, and Roy 
Howell, Journal of the Academy of Marketing Science, 24 (Fall 
1996), pp. 299-313. [Literature review, Model development and 
testing, Hypotheses, Survey of marketing executives, Impacts, 
Exogenous and endogenous variables, Statistical analysis, Implica- 
tions. ] 


The Entrepreneurial Grid. Steven M. Dunphy, Journal of Busi- 
ness and Entrepreneurship, 8 (October 1996), pp. 69-76. [Litera- 
ture review, Comparisons, Managerial grid, Abilities to undertake 
entrepreneurial and administrative activities, Dimensions, Artistic, 
True, Impoverished, Administrative, Assessment. ] 48 


An Analysis of the Prerequisites to Growth in Emerging Firms. 
Stephen C. Harper, Journal of Business and Entrepreneurship, 8 
(October 1996), pp. 1—7. [Literature review, Survey of executives, 
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Attitudes, Problems to avoid, Growth factors, Indications that 
growth is in jeopardy, Assessment.] 49 


Awareness of Export Assistance Programs Among Minority- 
Owned Small Businesses: An Empirical Study. Masoud Hem- 
masi, Lee A. Graf, and Michael W. Winchell, Journal of Business 
and Entrepreneurship, 8 (October 1996), pp. 51—60. [Discussion; 
Hypotheses; Survey; Active, marginal, and non-exporters; Percep- 
tions; Export-related information; Counseling; Effects; Export 
entry/expansion decisions; Statistical analysis.] 50 


Many Plans, One Reality; Which Is the Real Forecast? Laurie 
Kirk, Journal of Business Forecasting, 15 (Fall 1996), pp. 22-23. 
[Discussion, Accuracy, Components, Objectivity, Cross-functional 
review teams, Communication, Performance measures, Use of 
technology.] : 51 


Forecasting for Acquisition and Joint Venture Projects. John E. 
Triantis, Journal of Business Forecasting, 15 (Fall 1996), pp. 3-6. 
[Discussion, Fair market evaluation, Nature of the problem, 
Assessing demand growth, Price considerations, Integration, Fore- 
caster's role, Guidelines.] 52 


Purchasing: А Supply-Side Strategy. Shashank Kulkarni, Jour- 
nal of Business Strategy, 17 (September/October 1996), pp. 17—20. 
[Corporate planning, Factors, Industry analysis, Cost analysis, Dis- 
cussing proposals with suppliers, Developing internal consensus, 
Skills, Benefits, Assessment.] 53 


Knowledge Management: А Cultural Evolution. Rick Mullin, 
Journal of Business Strategy, 17 (September/October 1996), pp. 
56—59. [Corporate planning, Information sharing, Communication, 
Work environment, Teams, Decentralization, Hiring practices, 
Patents, Databases, Competitive advantage, Forecasting, Exam- 
ples.] 54 


Managing the Outsourced Enterprise. Rick Mullin, Journal of 
Business Strategy, 17 (July/August 1996), pp. 28—36. [Corporate 
planning, Contracts, Performance criteria, Fees, Types of suppliers, 
Strategic, Preferred, Tactical, Leadership, Skills, Examples.] 55 


Linking Quality and Performance. Molly Inhofe Rapert and 
Emin Babakus, Journal of Health Care Marketing, 16 (Fall 1996), 
pp. 39-43. [Survey of hospital CEOs and marketing executives; 
Comparisons; Quality standards; Input; Customer satisfaction and 
long-term needs; Invest in people, departments, and equipment, 
Use of ТОМ; Statistical analysis; Managerial implications.] 56 


The Management of Customer-Contact Service Employees: An 
Empirical Investigation. Michael D. Hartline and O.C. Ferrell, 
Journal of Marketing, 60 (October 1996), pp. 52-70. [Literature 
review; Model development and testing; Hypotheses; Survey of 
hotel managers, employees, and customers; Measures; Manage- 
ment commitment; Empowerment; Behavior-based evaluation; 
Role conflict and ambiguity; Self-efficacy; Job satisfaction; Adapt- 
ability; Perceived service quality; Statistical analysis; Implica- 
tions.] 57 
Internal Customers and Internal Suppliers. John R. Hauser, 
Duncan I. Simester, and Birger Wernerfelt, Journal of Marketing 
Research, 33 (August 1996), pp. 268—80. [Model presentation, 
Organizational behavior, Examination of incentive systems, Per- 
centage of bonus based on market outcomes, Target markets, Risk 
transfer, Employee perceptions, Robustness, Assessment.] 58 


Controlling for Observed and Unobserved Managerial Skills in 
Determining First-Mover Market Share Advantages. B P.S. 
Murthi, Kannan Srinivasan, and Gurumurthy Kalyanaram, Journal 
of Marketing Research, 33 (August 1996), pp. 329-36. [Literature 
review, Model specification, PIMS SPIYR database, Data envelop- 
ment analysis, Regression-based approach, Pioneering, Firm-spe- 
cific factors, Statistical analysis.] 59 


Architectural Redesign, Interpersonal Communication, and 
Learning in R&D. Rudy K Moenaert and Filip Caeldries, Jour- 
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nal of Product Innovation Management, 13 (July 1996), pp. 
296—310. [Organizational structure, Propositions, Survey of R&D 
professionals, Dyadic and external learning, Effects, Market, Tech- 
nological, Product and individual innovativeness, Information 
quantity versus quality, Assessment, Belgium.] 60 


Decision-Making Policies Among Mexican-American Small 
Business Entrepreneurs. Vern C. Vincent, Journal of Small Busi- 
ness Management, 34 (October 1996), pp. 1—13. [Literature review, 
Hypotheses, Survey of businesses, Comparisons, Anglo-American 
entrepreneurs, Determinate and indeterminate policy identifica- 
tion, Demographic characteristics, Statistical analysis, Recommen- 
dations.] 61 


Outsourcing: Where's the Value? Marcus Alexander and David 
Young, Long Range Planning (UK), 29 (October 1996), pp. 
728-30. [Discussion, Sales versus transaction costs, Value 
enhancement, Performance, Expertise, Risk management, Assess- 
ment.] 62 


Managing the Change from Marketing Planning to Customer 
Relationship Management. Merlin Stone, Neil Woodcock, and 
Muriel Wilson, Long Range Planning (UK), 29 (October 1996), pp. 
675-83. [Supplier relations, Advantages, Loyalty-value matrix, 
Relationship components, Contacts with company staff, Outbound 
contact management, Physical services, Brand image, Transac- 
tions, Price, Value, Terms, Assessment, Recommendations.] 63 


So You Think You Want a Partner? Douglas M. Lambert, Mar- 
garet А. Emmelhainz, and John T. Gardner, Marketing Manage- 
ment, 5 (Summer 1996), pp. 24—41. [Model presentation, Ele- 
ments, Drivers (reasons to partner), Facilitators (supportive envi- 
ronmental factors), Components (joint activities and processes), 
Outcomes, Feedback, Industrial applications.] 64 


Hyper-Learning in a Hyper-World. Timothy J. Matanovich and 
George E. Cressman, Marketing Management, 5 (Summer 1996), 
pp. 42—55. [Strategic planning, Methods, Advantages, Action 
learning, Simulations, Combination, Phases, Securing commit- 
ment, Integration, Executing the experience, Applications, [nsur- 
ance and chemical industries.] 65 


Use of Client/Server Networks Raises Productivity, Cuts Costs. 
Purchasing, 121 (September 19, 1996), pp. 63-64. [Study, Home 
offices, Telecommuting, Problems, Lack of management control, 
Loss of team concept, Benefits, Morale, Savings in facilities costs, 
Improved customer service, Examples.] 66 


How Not to Lose Your Job. Donna Comachio, Sales and Market- 
ing Management, 148 (August 1996), pp. 58-60, 62—63. [Sales and 
marketing managers, Layoffs, Improving skills, Continuing educa- 
tion, Flexibility, Networking, Keeping yourself employable.] 67 


2.2 Retailing 
See also 25, 68, 84, 91, 97, 131, 172, 223 


What Is an Outlet Center? Ira Apfel, American Demographics, 
18 (July 1996), pp. 14-15. [Discount malls, Sales growth, Loca- 
tions, Advantages, Selection, Value, Public perceptions, Effects, 
Saturation, Traditional retailers, Market strategy.] 68 


Mall Crawl Palls. Tim Cavanaugh, American Demographics, 18 
(September 1996), pp. 14—16. (Studies, Declines in mall shopping, 
Market strategy, Competition, Unenclosed centers with large free- 
standing anchors, Statistical data ] 69 


Regional Differences in the Economic Impact of Wal-Mart. 
Nora Ganim Barnes, Allison Connell, Lisa Hermenegildo, and 
Lucinda Mattson, Business Horizons, 39 (July/August 1996), pp. 
21–25. [Study of states and counties in the Northeast, Effects, Pop- 
ulation size, Employment rates, Income, Store closings, Competi- 
tion, Selected industries, Assessment.] 70 


Customer-Sales Associate Retail Relationships. Sharon E. 
Beatty, Morris Mayer, James E. Coleman, Kristy Ellis Reynolds, 


and Jungki Lee, Journal of Retailing, 72 (Fall 1996), pp. 223-47. 
[Literature review, Model presentation, Observations and inter- 
views, Facilitating conditions, Relationship formation and 
enhancement, Outcomes, Assessment.] 71 


Retail “Sale” Advertising, Perceived Retailer Credibility, and 
Price Rationale. George S. Bobinski, Jr., Dena Cox, and Anthony 
Cox, Journal of Retailing, 72 (Fall 1996), pp. 291—306. [Literature 
review, Hypotheses, Experiment, Impacts, Store image, External 
reference prices, Inventory and volume rationales, Statistical 
analysis, Implications.] 72 


Do Small Businesses Have High Failure Rates? Evidence from 
Australian Retailers. John Watson and Jim E. Everett, Journal of 
Small Business Management, 34 (October 1996), pp 45—62. [Lit- 
erature review; Data collection; Managed shopping centers, 
1961—1990, Definitions; Business failure; Bankruptcy; Disposed 
of to prevent further losses; Discontinuance of ownership/business; 
Inability to “make a go of it"; Statistical analysis.] 73 


Small Retail Store Buyers’ Response to Apparel Markets. 
Haekyung Yu, Ann E. Fairhurst, and Sharron J Lennon, Journal of 
Small Business Management, 34 (October 1996), pp. 14—22. [Lit- 
erature review, Model presentation, Survey of vendors and buyers, 
Comparisons, Importance of market services, Choice factors, 
Number of lines, Buyers' lounge, Square footage of store, Statisti- 
cal analysis, Implications.] 74 


Retailers Explore EDI on the Internet. Julie Ritzer Ross, Stores, 
78 (July 1996), pp. 71-72. [Electronic Data Interchange, Value- 
added networks, Home page housing, Problems, Transaction time, 
Costs, Reliability, Security, Examples.] 75 


2.3 Channels of Distribution 
See also 13, 14, 63, 87, 88, 89, 90, 116, 143, 174, 178, 195, 199, 
235 


Rethinking Distribution: Adaptive Channels. James А. Narus 
and James C. Anderson, Harvard Business Review, 74 
(July/August 1996), pp. 112-20. [Study of companies, Initiatives, 
Categories, Satisfying customer needs, Broader market offerings, 
Service through shared capabilities, Building trust and commit- 
ment, Examples.] 76 


A Framework for Assessing the Impact of Distribution Factors 
on the Potential Effectiveness of International Short-Term 
Humanitarian Aid. Robert E. Wright, International Journal of 
Commerce and Management, 6 (No. | and 2, 1996), pp. 38-50. 
(Literature review, Factors, Distribution network, Channel conflict, 
Probability of long-term relief needs, Interactions, High and low 
levels, Assessment, Implications.] 77 


А Case Study of Successful Partnering Implementation. Lisa 
M. Ellram and Owen R.V. Edis, International Journal of Purchas- 
ing and Materials Management, 32 (Fall 1996), pp. 20—28. [Dis- 
cussion, Phases, Preliminary, Identify potential partners, Screen 
and select, Establish relationship, Evaluate, Modified partnering 
development model, Assessment, Imaging industry.] 78 


Countertrade's Impact on the Supply Function. Laura B. 
Forker, International Journal of Purchasing and Materials Man- 
agement, 32 (Fall 1996), pp. 37-45. [Literature review, Survey 
conducted by the United States International Trade Commission, 
Patterns of involvement, Primary reasons, Disposition of recipro- 
cally purchased goods, Assessment ] 79 


The Case Against Purchasing Partnerships. John Ramsay, /nter- 
national Journal of Purchasing and Materials Management, 32 
(Fall 1996), pp. 13-19. [Literature review, Sourcing strategy 
choice, Problems, Small companies, Supplier indifference and 
resistance, High risk, High cost, Involves purchases in a net loss of 
power.] 80 


Determinants of Distribution Intensity. Gary L. Frazier and Wal- 
fried M Lasser, Journal of Marketing, 60 (October 1996), pp. 
39-51 [Literature review, Model development and testing, 
Hypotheses, Survey of manufacturers, Effects, Brand strategy and 
channel practices, Credible commitments by retailers, Control 
variables, Statistical analysis.] 81 


Interdependency, Contracting, and Relational Behavior in 
Marketing Channels. Robert F. Lusch and James R. Brown, Jour- 
nal of Marketing, 60 (October 1996), pp. 19-38. [Literature review, 
Theory, Model presentation, Hypotheses, Survey of wholesale dis- 
tributors and their major suppliers, Measures, Dependency, Con- 
tract form, Relational behavior, Long-term orientation, Business 
performance, Statistical analysis, Managerial and research impli- 
cations.] 82 


Mailing Decisions in the Catalog Sales Industry. Gabriel R 
Bitran and Susana V. Mondschein, Management Science, 42 (Sep- 
tember 1996), pp. 1364—81. [Direct marketing, Rental lists, Sto- 
chastic models, Mathematical equations, Lifetime value of a cus- 
tomer, Heuristic, Computational experiments, Assessment.] 83 


Are Partnerships for Real? Julie Ritzer Ross, Stores, 78 (Sep- 
tember 1996), pp. 24–26, 30. [Retailer-supplier relations, Impacts, 
Technology, Information sharing, Forecasting, Resource planning, 
Effectiveness, Examples.] 84 


2.4 Physical Distribution 
See also 203 


JIT 0: А Purchasing Concept for Reducing Lead Times in 
Time-Based Competition. Claudia Н Pragman, Business Hori- 
zons, 39 (July/August 1996), pp. 54—58. [Discussion, Advantages, 
Logistics, Concurrent engineering and value analysis, Material 
stores and support services, Risks, Partner profiles, Relationship 
guidelines ] 85 


Merchant Vessel Chartering and Operation in International 
Trade: Ethical and Safety Issues. E. Cameron Williams and 
Luther Trey Denton, /nternational Journal of Commerce and Man- 
agement, 6 (No. 1 and 2, 1996), pp. 71–96. [Discussion, Vessel 
types and age distribution, Tonnage lost, Fatalities, Problems, Ves- 
sel maintenance, Crew sizes and competence, Language and cul- 
tural differences, Collisions and groundings, Piracy, Flags of con- 
venience, Assessment, Recommendations.] 86 


А New Wave in Shipping. Tim Minahan, Purchasing, 120 (June 
6, 1996), pp. 49, 51. [Ocean carriers, Global alliances, Ports, 
Improvements, Container handling capabilities, Transfer to inland 
points, Impacts, Developing countries, Examples.] 87 


Enemies Make Great Logistics Allies. Tim Minahan, Purchasing, 
120 (June 20, 1996), pp. 40-41. [Supply chains, Shared distribu- 
tion programs, Advantages, Costs, Customer satisfaction, Account- 
ing, Allocation strategies, Examples.] 88 


How Buyers Changed It! Tim Minahan, Purchasing, 121 (Sep- 
tember 5, 1996), pp. 36-38. [Just-in-time, Factors, Supplier coop- 
eration, Teamwork, Materials quality, Training, Quantities pur- 
chased, Transportation, Top management support, Examples.] 89 


The Integrators are Coming! Tim Minahan, Purchasing, 120 
(May 9, 1996), pp. 57, 59, 63. [Business growth, Air cargo, 
Express carriers, Effects, Inventory control, International markets, 
Tracking and tracing capabilities, Examples.] 90 


Retailers Try Outside Firms to Speed Home Delivery. Julie 
Ritzer Ross, Stores, 78 (May 1996), pp. 76—77. [Shipping methods, 
Outsourcing big-ticket items, Advantages, Cost savings, Corporate 
image, Reduced warehouse space, Routing and scheduling, Soft- 
ware packages, Examples.] 91 
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2.5 Pricing 
See also 72, 101, 113, 153, 197 


Optimum Dynamic Pricing: Changing the Face of Competi- 
tion. Peter C. Bell and Sandy Staples, Business Quarterly 
(Canada), 61 (Autumn 1996), pp. 40-47. [Frequent manipulation 
of prices, Technological requirements, Problems, Loss of control, 
Feature pnces, Customer reactions, Return policies, Applications, 
Projections.] 


Causes and Consequences of Price Premiums. Akshay R. Rao 
and Kent B. Monroe, Journal of Business, 69 (October 1996), pp. 
511-35. [Literature review, Model evaluation, Propositions, Buy- 
ers’ judgments of product quality, Sellers’ and the market's influ- 
ences, Empirical testing options, Implications and applications.] 
93 


The Interaction between Price and Long-Run Variables in a 
Multinational Brand Market. Chung Koo Kim, Journal of Busi- 
ness Research, 37 (September 1996), pp. 1-14 [Literature review, 
Model presentation, Hypotheses, Data collection, Subcompact 
cars, Effects, Quality, Country of origin, Advertising, Product 
dimensions, Interactions, Statistical analysis, Managerial implica- 
tions.] 


Measuring the Impact of Product and Promotion-Related Fac- 
tors on Product Category Price Elasticities. Rockney G. Walters 
and William Bommer, Journal of Business Research, 36 (July 
1996), pp. 203-16. [Literature review, Model testing, Scanner data, 
Company records, Supermarket chain, Effects, Positive (brand 
market share, shelf space, product type), Negative (brand price, fre- 
quency of promotion and display, bulkiness of the brand), Statisti- 
cal analysis, Implications.] 95 


Communicating Price Information Through Semantic Cues: 
The Moderating Effects of Situation and Discount Size. Dhruv 
Grewal, Howard Marmorstein, and Arun Sharma, Journal of Con- 
sumer Research, 23 (September 1996), pp. 148—55. [Literature 
review, Hypotheses, Two experiments, Effects, Consumers' deci- 
sion context, Level of processing, Situation interaction, Store 
familiarity, Statistical analysis ] 96 


Relating Price Sensitivity to Retailer Promotional Variables 
and Pricing Policy: An Empirical Analysis. Venkatesh Shankar 
and Lakshman Krishnamurthi, Journal of Retailing, 72 (Fall 1996), 
pp. 249-72. [Literature review, Model presentation, Hypotheses, 
Data collection (A.C. Nielson), Brand names, Effects, Display, 
Feature advertising, Price elasticity, Statistical analysis, Manager- 
ial implications.] 97 


2.6 Product 
See also 16, 17, 18, 22, 28, 29, 36, 38, 41, 66, 75, 84, 94, 95, 113, 
162, 176, 197 


Branding Strategy. Richard C. Leventhal, Business Horizons, 39 
(September/October 1996), pp. 17-23. [Discussion, Value differ- 
entiation, Control of core assets, Consumer relationships, Models, 
Massive advertiser, Inducer, Differentiator, Candid marketer, Loy- 
alist, Benefit separator, Beneficent marketer, Assessment.] 98 


Redefining the Product Life Cycle: The Five-Element Product 
Wave. Chuck Ryan and Walter E. Riggs, Business Horizons, 39 
(September/October 1996), pp. 33-40. [Discussion, Elements, 
Design engineering, Process engineering, Product marketing, Pro- 
duction, End-of-life, Assessment.] 99 


Business Marketing, 81 (September 1996), pp. MI-M14. [Thirteen 
articles on net marketing, Web sites, Costs, Pricing, ROI, Online 
marketing, Redesigns, Marketer—developer relationships, Frames, 
Advantages, Target markets, Tracking information, Case study ] 

100 


Empirical Analysis of Competitive Product Line Pricing Deci- 
sions: Lead, Follow, or Move Together? Vrinda Kadiyali, Naufel 
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J. Vilcassim, and Pradeep K Chintagunta, Journal of Business, 69 
(October 1996), pp. 459-87. [Literature review, Model presenta- 
tion, Game theory, Data collection, Laundry detergents, Price elas- 
ticities, Brand positioning, Impacts, Market strategy, Statistical 
analysis ] 101 


Seller-Buyer Interactions During the Commercialization of 
Technological Process Innovations. Gerard A. Athaide, Patricia 
W. Meyers, and David L. Wilemon, Journal of Product Innovation 
Management, 13 (September 1996), pp 406-21. [Literature 
review, Survey of firms, Relationship marketing, Factors, Product 
customization, Performance-related input, Product/education train- 
тр, Proactive political involvement, Product demonstration/trial, 
Problem solving, Relative advantage, Assessment, Managerial 
implications.] 102 


The Spirituality of Innovation: Learning from Stories. Sheldon 
A Buckler and Karen Anne Zien, Journal of Product Innovation 
Management, 13 (September 1996), pp. 391—405. [In-depth inter- 
views, Methodological paradigms, Leadership, Corporate culture, 
Companywide effort, Recognition, Motivation, Relationship 
between visionary marketing and inventive technical people, 
Examples.] 103 


New Product Development Structures: The Effect of Customer 
Overload on Post-Concept Time to Market. Srikant Datar, Clark 
Jordan, Sunder Kekre, Surendra Rajiv, and Kannan Srinivasan, 
Journal of Product Innovation Management, 13 (July 1996), pp 
325-33. [Literature review, Model presentation, Study of firms, 
Product design, Effects, Customer interaction, Concentrated and 
distributed structures, Assessment, Managerial implications, Elec- 
tronic component industry.] 104 


New Product Strategies of Large, Dominant Product Manufac- 
turing Firms: An Exploratory Analysis. Richard W. Firth and 
V.K. Narayanan, Journal of Product Innovation Management, 13 
(July 1996), pp. 334—37. [Literature review, Model presentation, 
Dimensions, Newness of technology and market application, Mar- 
ket innovativeness, Strategy profiles, Innovators, Investors in Tech- 
nology, Searching for New Markets, Business as Usual, Middle-of- 
the-Road, Risk/retum matrix, Assessment.] 105 


The Difficult Path to Learn Product Development. Christer 
Karlsson and Par Ahlstrom, Journal of Product Innovation Man- 
agement, 13 (July 1996), pp. 283—95. [Literature review, Data col- 
lection, International manufacturing firm, Projects, Characteristics, 
Implementation, Hindering and supporting factors, Assessment, 
Implications.] 106 


Remodularization of a Product Line: Adding Complexity to 
Project Management. Mats Lundqvist, Niklas Sundgren, and Lars 
Trygg, Journal of Product Innovation Management, 13 (July 
1996), pp. 311—24. [Literature review, Comparisons, Centralized 
and autonomous models, Staffing, Task specifications and owner- 
ship, Roles, Information exchange, Project performance, Two case 
studies.] 107 


What Separates Japanese New Product Winners from Losers. 
X. Michael Song and Mark E. Parry, Journal of Product Innovation 
Management, 13 (September 1996), pp. 422-39. [Discussion, 
Hypotheses, Survey of firms, Data on 788 new products, Factors, 
Product advantage, Project definition and predevelopment profi- 
ciencies, Marketing and technological synergy, Importance of con- 
trollable variables, Statistical analysis, Managerial implications.] 

108 


Competing by Business Design—the Reshaping of the Com- 
puter Industry. Kathy Hornbach, Long Range Planning (UK), 29 
(October 1996), pp 616—28. [Shift from vertical integration to spe- 
cialization, Dynamics of compatibility, Semiconductor perfor- 
mance trajectory, Volume manufacturing, Complex systems, Com- 
modity hardware, Architectural franchise, Point applications, Pro- 
Jections, Assessment.] 109 


The Plymouth Renaissance. Steven D. Bruyn, Marketing Man- 
agement, 5 (Summer 1996), pp. 56—59. [Corporate planning, Brand 
names, Multidisciplinary teams, Market entry, Target markets, Age 
groups, Distribution, Test marketing, Case study.] 110 


2.7 Sales Promotion 
See also 38, 74, 95, 97 


It's in the Customer Cards. Jennifer Fulkerson, American Demo- 
graphics, 18 (July 1996), pp. 44—47. [Consumer survey, Attitudes, 
Frequent-customer reward programs, Usage rates, Age groups, 
Gender, Household incomes, Product/service categories, Statistical 
data.] 111 


Differences in Trade Show Behavior Between North Ameri- 
can-Focused Firms and Worldwide-Oriented Firms. Paul Her- 
big, Fred Palumbo, and Brad O'Hara, /nternational Journal of 
Commerce and Management, 6 (No. 1 and 2, 1996), pp 97-109. 
[Discussion, Profiles of exhibitors and attendees, Survey of Amer- 
ican companies, Objectives, Effectiveness, Selling and nonselling 
criteria, Activities, Preshow, Show, Postshow, Assessment, Man- 
agerial implications.] 112 


Coupon Face Value: Its Impact on Coupon Redemptions, 
Brand Sales, and Brand Profitability. Robert P. Leone and Srini 
S. Srinivasan, Journal of Retailing, 72 (Fall 1996), pp. 273-89. 
[Literature review, Market segments, Model development and test- 
ing, Data collection (A.C. Nielsen), Brand names, Pricing, Sales 
response rates, Coupon face values, Statistical analysis.] 113 


2.8 Advertising 
See also 11, 15, 22, 32, 72, 94, 100, 157, 158, 164, 173, 205, 209 


Advertising Age, 67 (July 22, 1996), pp. 51–516. [Nine articles on 
media buying and planning, Ad agencies, Acquisitions and merg- 
ers, Organizational structure, Creative, Management styles, Expe- 
nence, Advantages, Market strategy, Technology, Media research, 
Examples.] 114 


Marketing Communication and the World Wide Web. Pierre 
Berthon, Leyland Pitt, and Richard T. Watson, Business Horizons, 
39 (September/October 1996), pp. 24-32. [Model presentation, 
Efficiencies, Awareness, Locatability/attractability, Contact, Con- 
version, Retention, Buying and selling processes, Applications, 
Measurement and research problems, Assessment.] 115 


Business Marketing, 81 (July/August 1996), pp. Al-A10. [Seven 
articles on business-to-business direct marketing, Survey, Sales 
automation, Direct response media, Trends, Sales, Databases, 
Internet, International, Success, Guidelines.] 116 


Is Value Associated with Initiating New Advertising 
Agency-Client Relations? Lynette Knowles and Ike Mathur, 
Journal of Advertising, 25 (Fall 1996), pp. 1—12. [Literature 
review, Overall sample, Subsamples, Wealth effects, Impacts, 
Announcements, Firm financial characteristics, Statistical analysis, 
Managerial implications. ] 117 


Tangibility in Services Advertising: An Investigation of Verbal 
Versus Visual Cues. Marla Royne Stafford, Journal of Advertis- 
ing, 25 (Fall 1996), pp. 13-28. [Literature review, Hypotheses, Two 
studies, Experience and credence policies, Print advertising, Vari- 
ables, Attitudes toward the ad and service, Patronage intentions, 
Recall, Statistical analysis.] 118 


Textual Analysis in Advertising Research: Construction and 
Deconstruction of Meanings. Barbara B. Stern, Journal of Adver- 
tising, 25 (Fall 1996), pp. 61—73. [Literature review, Methods, 
Deconstruction contributes to behavioral and cultural research on 
advertising by enabling researchers to "read" advertisements as 
expressions of contemporary consumer culture.] 119 


Marketing Client Role Ambiguity as a Source of Dissatisfaction 
in Client-Ad Agency Relationships. Fred Beard, Journal of 


Advertising Research, 36 (September/October 1996), pp. 9-20. 
[Literature review, Hypotheses, Survey of advertisers, Variables, 
Process and goal clanty, Satisfaction/relationship/performance, 
Conflict, Tension/anxiety, Tenure, Length/relationship, Age, Statis- 
tical analysis ] 120 


Elves Make Good Cookies: Creating Likable Spokes-Charac- 
ter Advertising. Margaret F. Callcott and Barbara J. Phillips, Jour- 
nal of Advertising Research, 36 (September/October 1996), pp. 
73-79. [Literature review, In-depth interviews, Likability dimen- 
sions, Personality, Physical characteristics, Humor, Consumer 
experience factors, Effects, Attention, Brand liking, Purchase 
behavior, Managerial implications ] 121 


Sponsorship: From Management Ego Trip to Marketing Suc- 
cess. James Crimmins and Martin Horn, Journal of Advertising 
Research, 36 (July/August 1996), pp. 11-21. [Measuring consumer 
impacts, Link between brand and event, Duration, Gratitude, Per- 
ceived superiority, Comparisons, Successes, Failures, Guidelines.] 

122 


Advertising Value and Advertising on the Web. Robert H. 
Ducoffe, Journal of Advertising Research, 36 (September/October 
1996), pp. 21—35. [Literature review, Hypothesized model of 
advertising value, Intercept survey, Consumer attitudes, Message 
types, Entertainment, Informativeness, [rritation, Statistical 
analysis.] 123 


Advertising Clutter in Consumer Magazines: Dimensions and 
Effects. Louisa Ha, Journal of Advertising Research, 36 
(July/August 1996), pp. 76—84. [Literature review, Field experi- 
ment, Dimensions, Low, High, Quantity, Intrusiveness, Competi- 
tiveness, Statistical analysis, Implications.] 124 


Effectiveness, Objectives, and the Effie Awards. Sandra E. Mori- 
arty, Journal of Advertising Research, 36 (July/August 1996), pp. 
54—63. [Literature review, Content analysis, Company briefs, Mea- 
sures, Communication, Persuasive effects, Behavior, Attitude, 
Marketing, Sales, Market share objectives, Assessment.] 125 


Framing in Advertising and the Moderating Impact of Con- 
sumer Education. Gerald E. Smith, Journal of Advertising 
Research, 36 (September/October 1996), pp. 49—64. [Literature 
review, Hypotheses, Experiment, Effects, Positively and negatively 
framed ads, Ad cognitions, Brand beliefs, Attitude and purchase 
evaluations, Education interactions, Assessment, Implications.] 

126 


Modeling the Impact of Olympic Sponsorship on Corporate 
Image. Horst Stipp and Nicholas P Schiavone, Journal of Adver- 
tising Research, 36 (July/August 1996), pp 22-28. [Discussion, 
Consumer survey, Attitudes, Strength of sponsorship, Ad recall, Ad 
evaluation, Demographic charactenstics, Regression analysis.]127 


The Financial Implications of Advertising as an Investment. 
John B White and Morgan Miles, Journal of Advertising Research, 
36 (July/August 1996), pp. 43-52. [Literature review, Break-even 
model, Propositions, Intertemporal effects, Campaign decay rate, 
Effects, Cash flows, Application.] 128 


Community: A Hidden Value in the Advertising Effectiveness 
Awards. Christine Wnght-Isak and Ronald J. Faber, Journal of 
Advertising Research, 36 (July/August 1996), рр. 64-75. [Litera- 
ture review, Subcultures, Creatives, Interviews with judges, Infer- 
ential analysis, Knowledge and learning, Hard work and effort, 
Fairness and impartiality, Community, Examples.] 129 


Linking Advertising to Box Office Performance of New Film 
Releases—A Marketing Planning Model. Fred S. Zufryden, 
Journal of Advertising Research, 36 (July/August 1996), pp. 
29-41. [Discussion; Impacts; Advertising; Actual versus predicted 
awareness, intention, and ticket response, Applications.] 130 


The Perceived Value of Direct Mail Advertising in Small Retail 
Firms: Threat to Local Newspapers? Judy Foster Davis, Journal 


Marketing Literature Review / 105 


of Direct Marketing, 10 (Autumn 1996), pp. 41—51. [Literature 
review, Survey, Media selection decisions, Value of promotional 
opportunities, Comparisons across retail sectors, Statistical analy- 
sis, Implications.] 131 


Company Advertising with a Social Dimension: The Role of 
Noneconomic Criteria. Minette E. Drumwnght, Journal of Mar- 
keting, 60 (October 1996), pp. 71—87. [Literature review, Model 
development, Interviews with professors and practitioners, Objec- 
tives, Company, Advertising, Comparisons, Nonsocial campaigns, 
Organizational identification, Ethical considerations, Managerial 
implications.] 132 


Putting the Pieces Together. John F. Yarbrough, Sales and Mar- 
keting Management, 148 (September 1996), pp. 68—71, 73—74, 77. 
[Integrated marketing communications, Model presentation, Sur- 
vey of marketing executives, Customer databases, Market strategy, 
Tactics, Evaluate results, Effects, Company size, Examples.] 133 


2.9 Personal Selling 
See also 71, 137, 138, 142, 165, 221 


Top-Down Versus Bottom-Up Sales Tactics Effects on the Pre- 
sentation of a Product Line. Casey L. Donoho and Michael J. 
Swenson, Journal of Business Research, 37 (September 1996), pp. 
51—61. [Literature review, Marketing presentations, Model, 
Hypotheses, Experiment, Customer characteristics, Impacts, Prod- 
uct choice, Statistical analysis, Implications.] 134 


Exploring Salesperson's Customer Orientation as a Mediator 
of Organizational Culture's Influence on Buyer-Seller Rela- 
tionships. Michael R. Williams and Jill S. Attaway, Journal of Per- 
sonal Selling and Sales Management, 16 (Fall 1996), pp. 33-52. 
(Literature review, Hypotheses, Results from a study of 459 
buyer-seller combinations confirm the mediational effect of cus- 
tomer orientation between the selling firms' culture and relation- 
ship development.] 135 


Guess Who's Coming to Dinner? Andy Cohen, Sales and Mar- 
keting Management, 148 (July 1996), pp. 75—78, 80-81. [Sales 
prospecting, Customer relations, Sales meetings, Providing infor- 
mation, Advertising, Follow-up, Examples.] 136 


2.10 Sales Management 
See also 44, 67, 100, 112, 115, 116 134, 136, 160, 165, 235 


Industrial. Marketing Management, 25 (September 1996), pp. 
327-461. [Eleven articles on selling and sales management, 
Trends, Closing, Trust, Behavior-based sales management 
processes, Diverse customers, International, Training, Culture 
shock, Stressors, Leadership substitutes, Relations with supervi- 
sion, Marketing controls, Motivation, Situational risk, Adaptive 
selling, Manufacturers' reps.] 137 


Personal Selling and Sales Management in the New Millen- 
nium. Rolph E. Anderson, Journal of Personal Selling and Sales 
Management, 16 (Fall 1996), pp. 17-32. [Trends; Buyer-seller 
relations; Sales functions, Impacts; Behavioral, technological, and 
managerial forces; Assessment.] 138 


Building Expert Systems from the Selling Scripts of Multiple 
Experts. Thomas L. Ainscough, Thomas E. DeCarlo, and Thomas 
W. Leigh, Journal of Services Marketing, 10 (No. 4, 1996), pp. 
23-40. [Literature review, Interviews with insurance salesmen, 
Procedure, Design tool selection, Identifying problem domain and 
types of knowledge to be modeled, Prototype development, 
Assessment, Managerial implications.] 139 


No Deal. Andy Cohen, Sales and Marketing Management, 148 
(August 1996), pp. 50—54. [Survey of purchasing and sales man- 
agers, Attitudes, Certification of salespeople, Time allocated to 
sales calls, Ratings, Fulfilling purchasers' expectations, Knowl- 
edge of customers’ businesses, Internet buying, Importance of 
delivery.] 140 
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Who's Training Your Sales Force? Barry J. Farber, Sales and 
Marketing Management, 148 (July 1996), рр 32, 34. [Discussion, 
Real-world experience, Mentoring program, Outside training 
firms, Management input, On-the-job training, Assessment] 141 


Stepping Up Sales. Norton Paley, Sales and Marketing Manage- 
ment, 148 (September 1996), рр. 34-35. [Turnaround manage- 
ment, Market potentials, Market research, Market segments, Char- 
acteristics, Responsiveness, Quality control, Communications, 
Production, Case study.] 142 


3. SPECIAL MARKETING APPLICATIONS 


3.1 Industrial 
See also 45, 46, 60, 62, 64, 65, 78, 80, 81, 85, 99, 102, 104, 105, 
106, 107, 108, 109, 137, 142, 203 


Supplier Development: Customers as a Catalyst of Process 
Change. Janet L. Hartley and Thomas Y. Choi, Business Horizons, 
39 (July/August 1996), pp. 37-44. [Trends, Interviews with man- 
agers, Factors, Supplier’s top management commitment, Team 
leadership, Joint development teams, Data-driven changes, Success 
of a model line, Process improvement techniques, Examples, Auto- 
mobile industry.] 143 


Beyond Toyota: How to Root Out Waste and Pursue Perfection. 
James P. Womack and Daniel T. Jones, Harvard Business Review, 
74 (September/October 1996), pp. 140-44, 146, 148-52, 154, 156, 
158. [Discussion; Techniques; Define value from the customer’s 
perspective; Identify the value stream for each product; Work on 
each design, order, and product continuously; Provide what the 
customer wants; Improvement activities; Industrial application.] 

144 


Benefits of Customer and Competitive Orientations in Indus- 
trial Markets. Subra Balakrishnan, /ndustrial Marketing Manage- 
ment, 25 (July 1996), pp. 257-69. [Literature review, Survey of 
firms, Dimensions, Basic market orientation, Competitive bench- 
marking, Customization, International orientation, Influences, 
Business performance, Statistical analysis, Managerial implica- 
tions, Machine tool industry.] 145 


Impact of the ISO 9000 Series Standards on Industrial Mar- 
keting. Wade Ferguson, Industrial Marketing Management, 25 
(July 1996), pp. 305-10. [Discussion, Certification of management 
and quality assurance practices, International, Implementation, 
Guidelines.] 146 


Encouraging “Friendly” Complaint Behavior in Industrial 
Markets: Preventing a Loss of Customers and Reputation. 
Scott W. Hansen, John E. Swan, and Thomas L. Powers, Industrial 
Marketing Management, 25 (July 1996), pp. 271-81. [Literature 
review, Survey and in-depth interviews with purchasers, Typology 
of response styles, Complainers, Wait and squawk, Activists, 
Squawkers, Statistical analysis, Guidelines.] 147 


Purchasing and Supply Management: Future Directions and 
Trends. Joseph R. Carter and Ram Narasimhan, International 
Journal of Purchasing and Materials Management, 32 (Fall 1996), 
pp. 2-12. [Purchasing Futures Research Project, Phases, Key activ- 
ities, Strategic themes, Total quality, Differentiation/customization, 
Competitive and eco-organization focus, Interactions, Proposi- 
tions, Assessment, Implications.] 148 


Purchasing's Preparedness for ISO 9000 International Quality 
Standards. G.M. Naidu, V. Kanti Prasad, and Arno Kleimenhagen, 
International Journal of Purchasing and Materials Management, 
32 (Fall 1996), pp. 46—53. [Literature review, Survey of purchasing 
executives, Impacts, Costs and resource requirements, Product 
quality and competitive advantage, Supplier relations, Relevance, 
Compliance, Global sourcing, Export behavior, Certification prob- 
lems, Assessment.] 149 


The Role of Firm Size in Successful Outsourcing: А Study of 
New Computer Firms. Jeffrey E McGee and Michael J. Rubach, 
Journal of Business and Entrepreneurship, 8 (October 1996), pp. 
9-21. [Literature review, Hypotheses, Survey, Impacts, Functions, 
Marketing, R&D, Manufacturing, Long-term, Assessment, Regres- 
sion analysis.] 150 


Is ISO 14000 Worth It? Ronald Begley, Journal of Business Strat- 
egy, 17 (September/October 1996), pp. 50—55. [Internationally rec- 
ognized standards, Environmental management systems, Executive 
survey, Objectives, Targets, Programs, Corrective action, Internal 
corporate requirements, Consultants, EPA regulators, Implementa- 
tion, Examples.] 151 


Made to Order. Christopher W. Hart, Marketing Management, 5 
(Summer 1996), pp. 10—23. [Mass customization, Customer expec- 
tations, Value, Customer and company sacrifice, Business 
improvement potential, Process-technology, Competition, Organi- 
zational readiness, Market strategy, Examples.] 152 


How Buyers Can Score with Cost/Price Analysis. Elizabeth 
Baatz and Victor Maliar, Purchasing, 121 (July 11, 1996), pp. 
70—71, 75, 77. [Price-sensitive buyers, Industry conditions, Above- 
average margins, Escalation rates in costs, End-market demand, 
Nonprice concessions, Examples.] 153 


VA for Some More Important than Ever. James Carbone, Pur- 
chasing, 120 (June 20, 1996), рр 33-34. [Value analysis, Compar- 
isons, Value engineering, Cross-functional teams, Purchasing's 
role, Costs, Production quality, Success, Guidelines.] 154 


Benchmarking Is not an Instant Hit. Jim Morgan, Purchasing, 
120 (May 23, 1996), pp. 42-44. [Survey of purchasing organiza- 
tions, Problems, Lack of resources, Top management support, 
Finding suitable partners, Confidentiality, Lack of understanding, 
Statistical data.] 155 


3.2 Nonprofit, Political, and Social Causes 
See also 19,32,36,50,77 


The New Work of the Nonprofit Board. Barbara E. Taylor, 
Richard P. Chait, and Thomas P. Holland, Harvard Business 
Review, 74 (September/October 1996), pp. 36-38, 40, 42-46. [Dis- 
cussion, Performance, Characteristics, Effects, Crucial issues, 
Defined timetables, Measures of success, Engagement of internal 
and external constituencies, Assessment.] 156 


Assessing the Media Habits and Needs of the Mobility-Dis- 
abled Consumer. John J. Burnett and Pallab Paul, Journal of 
Advertising, 25 (Fall 1996), pp. 47—59. [Literature review, Propo- 
sitions, Survey, Comparisons, Nondisabled group, Demographic 
characteristics, Attitudes toward the ad, Media preferences and 
usage, Statistical analysis, Implications for advertisers.] 157 


Green Consumers in the 1990s: Profile and Implications for 
Advertising. James A. Roberts, Journal of Business Research, 36 
(July 1996), pp 217-31. [Literature review, Survey, Demographic 
and attitudinal correlates of ecologically conscious consumer 
behavior (ECCB), Consumers' belief that they can help solve envi- 
ronmental problems was found to be the best predictor of ECCB.] 

: 158 


Reorienting ће Boy Scouts. Rick Mullin, Journal of Business 
Strategy, 17 (July/August 1996), pp. 21—27. [Strategic planning, 
Turnaround management, Themes, Increase growth at troop level, 
Focus on urban centers, Endowment, Public relations, Placement 
of executives at district and council levels, Assessment.] 159 


Fundraising vs. Contributor Prospecting Tradeoffs in Direct 
Mail Response Rate Management: А Linear Programming 
Analysis. Robert E. Stanford, Warren S. Martin, and George C. 
Myers, Journal of Direct Marketing, 10 (Autumn 1996), pp. 8—18. 
[Model application, Short-run contribution maximization, Long- 


run new contributor prospecting, Expense management, Operating 
alternatives, Assessment.] 160 


Aftermarketing with Best Customers—A Case Study. Charles 
J. Hobson and Kathryn L. Malec, Journal of Nonprofit and Public 
Sector Marketing, 4 (No. 3, 1996), pp. 77-81. [Literature review, 
Customer satisfaction and reinforcement, Survey of major donors, 
Attitudes, Impacts of contributions, Suggestions for improvement, 
Assessment ] 161 


The International Monetary Fund Continues to Develop New 
Products to Facilitate “High Quality" Growth: Lessons from 
an Active Repositioning by a Multilateral Public Sector Insti- 
tution. Alfred C. Holden, Journal of Nonprofit and Public Sector 
Marketing, 4 (No. 3, 1996), pp. 83-98. [Literature review, Pur- 
poses and activities, Reforms, Surveillance responsibilities, Tech- 
nical assistance and training, Extended facilities and services to 
members, Assessment, Recommendations.] 162 


The Role of Social Integration in Service Satisfaction: A Study 
Among Churches. Daryl McKee, Anita Jackson, and Daniel L. 
Sherrell, Journal of Nonprofit and Public Sector Marketing, 4 (No. 
3, 1996), pp. 3-32. [Literature review, Model presentation, Survey 
of church members, Measures, General social support, Service 
quality (tangibles, reliability, and responsiveness), General and 
contextual self-efficacy, Contextual social support, Voice, Satisfac- 
tion, Statistical analysis, Implications.] 163 


Marketing the AIDS Message to College Students: Gender Dif- 
ferences in AIDS Knowledge, Attitudes and Behavior and 
Their Implications for Communication Strategy. James A. 
Roberts, John F. Tanner, Jr., David R. Eppright, and James B. Hunt, 
Journal of Nonprofit and Public Sector Marketing, 4 (No. 3, 1996), 
pp. 63-76. [Literature review, Survey, Comparisons, Role of adver- 
tising, Assessment.] 164 


Race Matters. Allison Lucas, Sales and Marketing Management, 
148 (September 1996), pp 50—56, 58, 60, 62. [Survey of sales and 
marketing executives, Attitudes, Corporate discrimination, Stereo- 
types, Customer prejudices, Opportunities, Examples.] 165 


3.3 International and Comparative 
See also 30, 36, 37, 50, 73, 77, 79, 86, 108, 112, 146, 149, 191, 
195, 196, 215 


The Emerging Role of India in International Business. Raj G. 
Јама and Vijay S. ТаПип, Business Horizons, 39 
(September/October 1996), pp 79-86. [Global competition, 
Reforms, Macroeconomic, Trade, Regulatory and tax, Foreign 
direct investment, Strategic opportunities and problems, Assess- 
ment.] 166 


Mexico: Hotbed of Opportunity? Business Quarterly (Canada), 
61 (Autumn 1996), pp. 24—31. [Economic conditions, Impacts, 
NAFTA, Acquisitions and mergers, Problems, Services, Quality, 
Political stability, Financing structure, Projections.] 167 


The Pacific Century. Andrew Tanzer, Forbes, 158 (July 15, 1996), 
pp. 108-13. [Economic growth, East Asia, Foreign investment, 
Geopolitical relationships, Problems, Environmental, Infrastruc- 
ture, Urban population, Statistical data.] 168 


To Market, To Market? The Politics of Trade in Peru. Margaret 
Y Champion, /nternational Journal of Commerce and Manage- 
ment, 6 (No 1 and 2, 1996), pp. 110—33. [Traditional exports, Pro- 
tective tariffs versus open markets, Import substitution, Regional 
trade associations, Exports, International agreements, Projections.] 

169 


Exploring the North American Free Trade Agreement: Initial 
Reaction from Asia. Yongsun Paik, International Journal of Com- 
merce and Management, 6 (No. | and 2, 1996), pp. 51—70. [Liter- 
ature review, Regionalism, Provisions, Rules of origin, Impacts, 


Marketing Literature Review / 107 


Trade and investment effects, Implementation of local content reg- 
ulation, Interviews with Asian companies, Assessment.] 170 


The Emergence of Entrepreneurship in Eastern Europe: А 
Self-Organizing Perspective. Robert D. Russell, International 
Journal of Commerce and Management, 6 (No. 1 and 2, 1996), pp. 
21—37. [Literature review, Complex adaptive systems, Sensitivity 
to initial conditions, Macro and micro elements, Autocatalytic 
change, Assessment.] 171 


Capturing the Cross-National Learning Effect: An Analysis of 
an Industrial Technology Diffusion. Jaishankar Ganesh and V. 
Kumar, Journal of the Academy of Marketing Science, 24 (Fall 
1996), pp. 328-37. [Literature review, Hypotheses, Store-level 
adoption data for scanners, Model comparisons, Learning effect, 
Forecasting results, Statistical analysis, Managerial implications, 
Many countries.] 172 


Matching Advertising Appeals to Culture: The Influence of 
Products’ Use Conditions. Yong Zhang and Betsy D. Gelb, Jour- 
nal of Advertising, 25 (Fall 1996), pp. 29—46. [Literature review, 
Hypotheses, Experiment, Subjects' reactions to the appeal were 
more positive when the appeal matched the product use condition 
than when the appeal did not match either the culture or the prod- 
uct use condition, Managerial implications, United States, China.] 

173 


An Exploratory Investigation of the Ethical Values of Ameri- 
can and Australian Consumers: Direct Marketing Implica- 
tions. Mohammed Y.A. Rawwas, David Strutton, and Lester W. 
Johnson, Journal of Direct Marketing, 10 (Autumn 1996), pp. 
52—63. [Literature review, Cultural aspects, Mall intercept method, 
Consumer attitudes, Morality, Honesty, Statistical analysis.] 174 


A Cross-Cultural Study of Interpersonal Information 
Exchange. Niraj Dawar, Philip M. Parker, and Lydia J Price, Jour- 
nal of International Business Studies, 27 (Third Quarter 1996), pp. 
497—516. [Literature review, Opinion leadership, Survey of inter- 
national students, Cultural dimensions (power distance, uncer- 
tainty avoidance, individualism), Seeking (personal and imper- 
sonal sources), Statistical analysis.] 175 


Innovation and Product Development Strategies in the Italian 
Motorcycle Industry. Moreno Muffatto and Roberto Panizzolo, 
Journal of Product [nnovation Management, 13 (July 1996), pp. 
348-61. [Discussion, Survey of marketing and product develop- 
ment managers, Comparisons, Japan, Competition, Market strat- 
egy, Relationships between firms, Suppliers’ roles, Organizational 
models, Categories, Partnerships, Assessment.] 176 


Chinese Peasant Entrepreneurs: Ап Examination of Township 
and Village Enterprises in Rural China. Y. Fan, N. Chen, and 
D.A. Kirby, Journal of Small Business Management, 34 (October 
1996), pp. 72-76. [Discussion, Problems, Remoteness, Lack of 
infrastructure, Lack of qualified technical and managerial person- 
nel, Comparisons, Managers in state-owned enterprises, Assess- 
ment.] 177 


Creating a Global Newspaper. Christopher Claxton, Long Range 
Planning (UK), 29 (October 1996), pp. 712—20. [Discussion, Mar- 
kets, Technology, Market research, Printing, Performance, Reader- 
ship, Design and editorial, Advertising, Launch, Distribution, Geo- 
graphical, Finance, Assessment, UK.] 178 


Asian Horizons. Sales and Marketing Management, 148 (August 
1996), pp. 64—66, 68. [Economic conditions, Joint ventures, 
Advantages, Small and midsize companies, Overseas Chinese net- 
work, Technology, Impacts, Europe, United States, Hong Kong, 
Human nights, Assessment ] 179 
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3.4 Services 
See also 6, 9, 10, 23, 28, 31, 34, 39, 56, 57, 65, 118, 139, 162, 163, 
220, 226, 237 


Dentists Are Forever. Marcia Mogelonsky, American Demo- 
graphics, 18 (August 1996), pp. 46-47, 50-53, 55. [Discussion, 
Effects, Income, Age groups, Diet, Ethnicity, Preventive care, 
Household expenditures, Products, Innovations, Statistical data.] 

180 


Hospital Outshopping: Determinant Attributes and Hospital 
Choice. Susan L. Taylor and Louis M. Capella, Health Care Man- 
agement Review, 21 (Fall 1996), pp. 33-44. [Literature review, 
Hypotheses, Survey of households, Decision criteria, Compar- 
isons, Inshoppers, Statistical analysis, Managerial implications.] 

181 


Joint Hospital Management by Physicians and Nursing 
Administrators. Dean Tjosvold and Ronald C. MacPherson, 
Health Care Management Review, 21 (Summer 1996), pp. 43—54. 
[Literature review, Personal interviews, Relationship variables, 
Reasons for goal interdependence, Frequency of interaction behav- 
iors, Effects on patients and hospitals, Assessment.] 182 


International Journal of Bank Marketing (UK), 14 (No. 5, 1996), 
pp. 3-32. [Fifteen articles on strategies for service quality, Finan- 
cially accountable, Customer satisfaction, ISO 9000 accreditation, 
Supplier relations, International brands, Customer service training, 
Quality reengineering, Case studies.] 183 


А Business Success Versus Failure Prediction Model for Ser- 
vice Industries. Robert N. Lussier, Journal of Business and Entre- 
preneurship, 8 (October 1996), pp. 23-37. [Literature review, Sur- 
vey of firms, Effects, Record keeping, Parents, Management expe- 
rience, Economic timing, Staffing, Professional advisors, Market- 
ing, Partners, Planning, Statistical analysis, Implications.] 184 


On the Front Lines: Stress, Conflict, and the Customer Service 
Provider. James S. Boles and Barry J. Babin, Journal of Business 
Research, 37 (September 1996), pp. 41—50. [Literature review, 
Model development and testing, Hypotheses, Survey of restaurant 
contact employees, Attitudes, Role conflict, Role ambiguity, Work- 
family conflict, Effects, Job satisfaction, Statistical analysis.] 185 


Women's Health Centers and Specialized Services. Elizabeth K. 
LaFleur and Susan Lee Taylor, Journal of Health Care Marketing, 
16 (Fall 1996), pp. 16-23. [Trends, Market segments, Survey, Attı- 
tudes, Facilities, Services/programs, Need, Price, Choice inten- 
tions, Statistical analysis, Managerial implications.] 186 


Eliminate the Negative. Vikas Mittal and Patrick M. Baldasare, 
Journal of Health Care Marketing, 16 (Fall 1996), pp. 24—31. [Dis- 
cussion, Interviews with patients, Interactions with primary care 
physicians, Asymmetric relationship between attribute perfor- 
mance and overall satisfaction, Assessment, Managerial implica- 
tions.] 187 


Obstetrical Patient Satisfaction. Iain Murray, Anne Wilcock, and 
Lisa Kobayashi, Journal of Health Care Marketing, 16 (Fall 1996), 
pp 54—57. [Literature review, Topics, Control, Participation and 
decision. making, Presence of a support person, Information, 
Nurses and nursing, Length of stay, Physical environment, Assess- 
ment, Implications.] 188 


Whose Business Is Fitness? Donald L. Parrot, Journal of Health 
Care Marketing, 16 (Fall 1996), pp. 44—49. [Discussion, Value of 
exercise, Frequency, Hospitals, Market potentials, Demand for 
medical supervision, Potential sources of information for improv- 
ing consumer health status, Statistical data ] 189 


Satisfaction with Nursing Homes. Teresa M. Steffen, Paul C. 
Nystrom, and Stephen Ј O'Conner, Journal of Health Care Маг- 
keting, 16 (Fall 1996), pp 34-38 [Discussion, Service quality, 
Survey of family members, Perceptions, Consumer, Employee, Job 


design, Role relations, Statistical analysis, Managerial implica- 
tions, SERVQUAL.] 190 


How Banks Apply Marketing Expertise to Develop New Deriv- 
atives. F. Axel Johne and M. Panos Pavlidis, Journal of Product 
Innovation Management, 13 (September 1996), pp. 440—52. 
[Study, Comparisons, Active and less active innovators, Scales, Ini- 
tiation, Implementation, Strategy, Structure, Skills, Staff, Systems, 
Standardization and formalization, Shared values, Style, Assess- 
ment, Managerial implications, UK.] 191 


An Experiment in Changing Corporate Image in the Financial 
Services Industry in the UK. Emily Boyle, Journal of Services 
Marketing, 10 (No. 4, 1996), pp. 56–69. [Literature review, Using 
acquired businesses as a key part of a corporate identity program, 
Problems, Case study, Managerial implications and recommenda- 
tions.] 192 


Demographic Discriminators of Service Quality in the Banking 
Industry. Marla Royne Stafford, Journal of Services Marketing, 
10 (No. 4, 1996), pp. 6-22. [Literature review, Consumer survey, 
Attitudes, Variables, Rates/charges, Available/convenient services, 
ATMs, Reliability/honesty, Tellers, Statistical analysis, Managerial 
implications. ] 193 


Dental Services Marketing: Do Market Segments Based on 
Usage Rate Differ in Terms of Determinant Attributes? 
Zhengyuan Wang, Swinder Janda, and C.P. Rao, Journal of Ser- 
vices Marketing, 10 (No. 4, 1996), pp. 41-55. [Literature review, 
Consumer survey, Perceptions, Service quality, Professional com- 
petence, Reputation, Personality and attitude of dentist and support 
personnel, Waiting time, Emergency services, Fee, Statistical 
analysis, Managerial implications. ] 194 


The Future for Multimedia—the Battle for World Dominance. 
Martin Wyn Griffith and Bernard Taylor, Long Range Planning 
(UK), 29 (October 1996), pp. 643-51. [Discussion, Impacts, Enter- 
tainment, Cable TV, Software packages, CD-ROM, Online ser- 
vices, Regulation, Assessment, US, Europe.] 195 


A Multidimensional Model of Client Success When Engaging 
External Consultants. Guy G. Gable, Management Science, 42 
(August 1996), pp. 1175—98. [Literature review, Outsourcing, 
Computer-based information systems, Survey of clients and con- 
sultants, Implementation, Package selection, Service quality, Mar- 
keting intangibles, Assessment, Singapore. ] 196 


4. MARKETING RESEARCH 


4.1 Theory and Philosophy of Science 
See also 11, 44, 82, 83, 97, 101, 119, 208, 213, 214 


Durable Goods Pricing when Quality Matters. Michael Wald- 
man, Journal of Business, 69 (October 1996), pp. 489-510. [Liter- 
ature review, Model of a durable goods monopolist whose product 
depreciates over time; If durability choice controls the speed with 
which quality deteriorates, a durability level will be chosen that 
falls below the socially optimal level.] 197 


The Morally Accountable Corporation: A Postmodern 
Approach to Organizational Responsibility. Pamela D. Schultz, 
Journal of Business Communication, 33 (April 1996), pp. 165-83. 
(Literature review, Symbolic realities, Decentering, Deindividua- 
tion, Distanciation, Moral and intentional actors, Assessment.]198 


A Theoretical Perspective of the Antecedents and Conse- 
quences of Organizational Learning in Marketing Channels. 
Bryan A Lukas, G. Tomas M. Hult, and O.C. Ferrell, Journal of 
Business Research, 36 (July 1996), pp. 233-44. [Literature review, 
Model presentation, Propositions, Learning subprocesses, Cogni- 
tive levels, Single-loop, Double-loop, Field support, Organiza- 
tional memory, Performance, Examples.] 199 


The Static and Dynamic Mechanics of Competition: A Com- 
ment on Hunt and Morgan's Comparative Advantage Theory. 
Peter R. Dickson, Journal of Marketing, 60 (October 1996), pp 
102-6. [Constructive criticism, Rates of change in supply and 
demand, How and why competitive markets are diverse, What cre- 
ates comparative advantage, Market efficiency.] 200 


The Resource-Advantage Theory of Competition: Dynamics, 
Path Dependencies, and Evolutionary Dimensions. Shelby D. 
Hunt and Robert М Morgan, Journal of Marketing, 60 (October 
1996), pp 107-14. (Discussion, Resources, Market position, 
Financial performance, Matrix, Resource-produced value, 
Resource costs, Organizational learning, Economic theory, 
Endogenous growth models, Assessment.] 201 


Competition and Game Theory. R. Preston McAfee and John 
McMillan, Journal of Marketing Research, 33 (August 1996), pp 
263-67. [Designing new competitive mechanisms, Bargaining, 
Effort incentives, Robustness, Examples.] 202 


Rare-Event Simulation for Multistage Production-Inventory 
Systems. Paul Glasserman and Tai-Wen Liu, Management Science, 
42 (September 1996), pp. 1292-307. [Literature review, Capacity- 
constrained inventory models, Multiechelon inventory systems, 
Service-level estimation, Tail probabilities, Assessment] 203 


4.2 Research Methodology 
See also 1, 2, 3, 4, 5, 6, 7, 8, 9, 10, 12, 14, 15, 16, 17, 18, 19, 20, 
51, 52, 57, 59, 69, 70, 71, 81, 82, 93, 94, 95, 96, 101, 111, 113, 117, 
118, 123, 124, 126, 127, 128, 134, 160, 172, 173, 186, 189, 190, 
193, 194, 227, 228 


Rise and Fall of Generations. Shannon Dortch, American Demo- 
graphics, 18 (July 1996), pp. 6—7, 43. [Demographic forecasts, 
Baby boomer decline, Impacts, Baby buster and boomlet groups, 
Life expectancies, Ethnic consumers, Statistical data.] 204 


The Frontiers of Psychographics. Rebecca Piirto Heath, Ameri- 
can Demographics, 18 (July 1996), pp. 38-43 [Trends, Lifestyles, 
Consumers’ psyches, Advertising, Qualitative research, 
Yankelovich MONITOR and VALS, Perceptual mapping, Comput- 
erization, Examples.] 205 


Segmenting the Internet. Thomas E. Miller, American Demo- 
graphics, 18 (July 1996), рр 48-50, 52. (Study, Age groups, Expe- 
пепсе, Usage, Business, Personal, Academic, Communication, 
Information, Location of access, Satisfaction, Projections, Statisti- 
cal data.] 206 


Are Boomers Their Parents? Susan Mitchell, American Demo- 
graphics, 18 (August 1996), pp. 40—45. [Trends, Where boomers 
and parents agree, Gaps that remain, Premarital sex, Adultery, 
Racial issues, Changing role of women, Statistical data.] 207 


Reversed-Polarity Items and Scale Unidimensionality. Joel 
Herche and Brian Engelland, Journal of the Academy of Marketing 
Science, 24 (Fall 1996), pp 366-74. [Literature review; Acquies- 
cence response bias, Problems; Degradation of scale unidimen- 
sionality; Multisurvey, multiscale, binational research design; 
Assessment; Implications.] 208 


Turning Research into Return-on-Investment. Mike Mondello, 
Journal of Advertising Research, 36 (July/August 1996), pp. RC- 
2-RC-6. [Discussion, Marketing activities, Allocation, Profitabil- 
ity, Total quality approach, Selling proposition, Development and 
testing of executions, Managing advertising on air, Case study, 
Consumer goods industry ] 209 


Forecasting Behavioral Differences Between Domestic-Focused 
and Worldwide-Oriented Firms. Paul Herbig, John Milewicz, 
and James E. Golden, Journal of Business and Entrepreneurship, 8 
(October 1996), pp. 77-85 [Literature review; Survey; Examines 
such issues as who does the forecasting, how often, areas fore- 
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casted, techniques used, why forecast, results, and satisfaction or 
dissatisfaction with the process.] 210 


Improving Sales Forecasts by Improving the Input Data. 
Michael D. Geurts and David Whitlark, Journal of Business Fore- 
casting, 15 (Fall 1996), pp. 15-18. [Discussion, Sources of data 
error, Marketing mix expenditures, Sales quotas, Effects of product 
supply, Accounting practices, Tax handling, Company politics, 
Government data, Adjustments, Alternatives, Assessment.] 211 


What to Look for in a Forecasting Engine. David P. Reilly and 
Tom Reilly, Journal of Business Forecasting, 15 (Fall 1996), pp. 
10-14. [Discusston, Factors, Computational considerations, Ease 
of use, Model robustness, Empowering the user, Special items, 
Assessment. ] 212 


Effect-Size Estimates: Issues and Problems in Interpretation. 
Edward F. Fern and Kent B. Monroe, Journal of Consumer 
Research, 23 (September 1996), pp. 89—105. [Literature review, 
Factors, Methodological, Theoretical, Substantive, Relationships, 
Transformations, Effects, Type of research, Application of the 
results, Research history in the domain of inquiry, Normative pre- 
scriptions.] 213 


Are Studies of Dark Side Variables Confounded by Socially 
Desirable Responding? The Case of Materialism. David Glen 
Mick, Journal of Consumer Research, 23 (September 1996), pp. 
106-19. [Literature research, Issues, Conceptual, Measurement, 
Statistical analysis, Two surveys, Effects on testing propositions 
about the nomological network surrounding the materialism value, 
Implications, Recommendations.] 214 


The Export Development Process: Ап Integrative Review of 
Empirical Models. Leonidas C. Leonidou and Constantine S. Kat- 
sikeas, Journal of International Business Studies, 27 (Third Quar- 
ter 1996), pp. 517-51. [Discussion, Content, Structural character- 
istics, Methodological aspects, Major conceptual issues, Assess- 
ment, Implications.] 215 


The American Customer Satisfaction Index: Nature, Purpose, 
and Findings. Claes Fornell, Michael D. Johnson, Eugene W. 
Anderson, Jaesung Cha, and Barbara Everitt Bryant, Journal of 
Marketing, 60 (October 1996), pp. 7-18. [Model presentation, 
Market-based performance measure, Application, Benchmarking 
studies, Economic sectors, Effects, Customization, Reliability, 
Expectations, Quality, Value, Pricing, Assessment, Implications.] 

216 


The Importance of Utility Balance in Efficient Choice Designs. 
Joel Huber and Klaus Zwerina, Journal of Marketing Research, 33 
(August 1996), pp 307—17. [Literature review, Trade-offs, Orthog- 
onality, Level balance, Minimal overlap, Application of swapping 
and relabeling attribute levels, Sensitivity analysis, Assessment.] 

217 


Consideration Sets іп Conjoint Analysis. Kamel Jedidi, Rajeev 
Kohli, and Wayne S. Desarbo, Journal of Marketing Research, 33 
(August 1996), pp. 364—72. [Literature review, Consumers' prefer- 
ence ratings, Self-explicated consideration sets, Product profiles 
and utilities, Unobserved thresholds, Market-share simulation, Pre- 
dictions, Comparisons, Latent-class tobit model, Robustness of the 
proposed estimation procedure.] 218 


Modifying Cluster-Based Segments to Enhance Agreement 
with an Exogenous Response Variable. Abba M. Krieger and 
Paul E. Green, Journal of Marketing Research, 33 (August 1996), 
pp. 351-63. [Literature review, Model presentation, Algorithm, 
Predictions, Continuous and categorical exogenous variables, 
User-specified constraints, Initial partition's ratio, Sums and total- 
groups sums of squares, Comparisons, Clusterwise regression.] 

219 


Joint Segmentation on Distinct Interdependent Bases with Cat- 
egorical Data. Venkatram Ramaswamy, Rabikar Chatterjee, and 
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Steven H. Cohen, Journal of Marketing Research, 33 (August 
1996), pp. 337–50. [Literature review; Model presentation, Empir- 
ical application, using pick-any data collected by a regional bank 
on benefits and product usage; Statistical analysis.] 220 


A Psychometric Evaluation of the ADAPTS Scale: A Critique 
and Recommendations. Ronald Marks, Douglas W. Vorhies, and 
Gordon J. Badovick, Journal of Personal Selling and Sales Man- 
agement, 16 (Fall 1996), pp. 53-65. [Literature review, Adaptive 
selling, Measures, Salesperson performance, Unidimensionality, 
Model presentation, Constructs, Survey of salespeople, Beliefs and 
behaviors, Validity testing, Assessment.] 221 


Marketing Intelligence and Planning (UK), 14 (No. 6, 1996), pp. 
6-68. [Nine articles on qualitative market research, Comparisons, 
Quantitative approaches, Consumer behavior, Service quality, 
Neuro-linguistic programming, Projective and enabling tech- 
niques, Focus versus nominal group interviews, Marketing/entre- 
preneurship interface, In-depth interviews, International, Discourse 
analysis.] 222 


Data Mining: Digging Deeper for Information Treasures. Julie 
Ritzer Ross, Stores, 78 (May 1996), pp. 66-68. [Trends, Data 
analysis, Patterns, Algorithms, Neural networks, Decision trees, 
Rule induction, Data visualization software, Examples.] 223 


5. OTHER TOPICS 


5.1 Educational and Professional Issues 
See also 35 


A Nation of Students. Tibbett L. Speer, Атепсап Demographics, 
18 (August 1996), pp. 32-35, 38, 45. [Trends, Adult-education, 
Work-related, Personal development, Colleges and universities, 
Market strategy, Nontraditional sites and schedules, Customizing, 
Statistical data.] 224 


Room at the Top for Women. Bickley Townsend, American 
Demographics, 18 (July 1996), pp. 28—33, 36-37. [Trends, Demo- 
graphic characteristics, Concentration in staff functions, Survey of 
executives, Factors, Performance, Image, Exposure, Perceptions, 
Problems, Developing and retaining, Guidelines.] 225 


Gender and Compensation in Health Care Management. Peter 
A. Weil and Peter A. Kimball, Health Care Management Review, 
21 (Summer 1996), pp. 19-33. [Literature review, Survey of men 
and women professionals, Variables, Education and experience, 
Work/family conflict, Institutional explanations, Assessment.] 226 


The Impact of the Academy of Marketing Science on Market- 
ing Scholarship: An Analysis of the Research Published in 
JAMS. Naresh K. Malhotra, Journal of the Academy of Marketing 
Science, 24 (Fall 1996), pp. 291-98. [Discussion, Content, 
Research methods used, Subject areas, Authors, Rankings, Assess- 
ment.] 227 


Forecasting Enrollment of a Newly Created University. Alexan- 
der E. Cassuto, Journal of Business Forecasting, 15 (Fall 1996), 
pp. 19-21. [Discussion, Product life cycles, Pooling data, Percent- 
age of maximum enrollments, Mathematical equations, Applica- 
tion.] 228 


Enhancing Involvement and Skills with a Student-Led Method 
of Case Analysis. Cornelia Droge and Richard Spreng, Journal of 
Marketing Education, 18 (Fall 1996), pp. 25-34. [Discussion, 
Comparisons, Traditional method, Groups, Presentation, Solution, 
Critique, Hand-in, Procedure, Exploratory study, Evaluations, 
Overall, Specific skills, Advantages, Limitations, Assessment.] 

229 


Exploring Student Interest in Entrepreneurship Courses. 
Charles R. Duke, Journal of Marketing Education, 18 (Fall 1996), 
pp. 35-45. [Literature review, Survey of students, Enrollment like- 


lihood, Effects, Courses, Student classification, Gender, Major, 
Families that owned small businesses, Assessment.] 230 


А Preliminary Assessment of the Effectiveness of Creativity 
Training in Marketing. Faye W. Gilbert, Penelope J. Prenshaw, 
and Thomas T. Ivy, Journal of Marketing Education, 18 (Fall 
1996), pp. 46—56. [Literature review, Experiment, Course effec- 
tiveness, Fluency, Originality, Abstraction, Elaboration, Resistance 
of closure, Statistical analysis.] 231 


Investigating the Undergraduate Student Decision-Making 
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Against the Gods: The Remarkable Story of Risk 
By Peter L. Bernstein (New York: John Wiley & 
Sons, 1996, 383 pp., $27.95) 


The concepts of risk and uncertainty are pervasive in market- 
ing. A marketing manager gambles that new products will be 
successful, that advertising ultimately will generate sales, 
and that price increases will not meet substantial customer 
resistance. Although the risks from these kinds of decisions 
vary depending on market conditions, the company and man- 
agers involved, and the amount of market intelligence that 
has been gathered, nearly every decision requires a “roll of 
the dice." From a customer's perspective, each purchase 
involves some degree of perceived risk. Again, the amount of 
risk varies by the size and importance of the purchase, the 
experience with the product category, and numerous other 
factors—but uncertainty is never eliminated. 

Because marketing and risk are so heavily intertwined, 
Against the Gods is an appropriate book for a marketing 
audience. The author, Peter L. Bernstein, an economic con- 
sultant to financial investment firms, takes readers on a long 
journey from the dawn of the development of the first con- 
cepts of probabilistic thinking to late twentieth century 
research by psychologists and economists familiar to mar- 
keting academics such as Tversky, Kahneman, and Thaler. 
Bernstein's focus is not simply on describing the history of 
probability and risk, but on humankind's attempt to manage 
risks; indeed, his thesis is that what separates current think- 
ing about risk from its earliest developments is a person's 
interest in and ability to control risk. 

Risk fundamentally involves the future. The aforemen- 
tioned manager who is launching a new product or customer 
who is making a significant investment in a new computer 
system for his or her company do not know what the out- 
comes of their decision will be but are motivated by uncer- 
tainty of the future after the purchase has been made to 
reduce the uncertainty as much as possible. If human beings 
have faced the future since they set foot on the planet, why 
did it take until the Renaissance to try to understand the 
basic concepts underlying probability? As Bernstein notes, 
gambling has been around since early Egyptians and Greeks 
played with knuckle-bones; however, there is a big differ- 
ence between playing games and thinking about them. 

The author argues that the 5000 years between the early 
learned societies and the Renaissance passed with little 
thought about managing the future for the following reason 
(p.18): 
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Up to the time of the Renaissance, people perceived the 
future as little more than a matter of luck or the result of 
random variations, and most of their decisions were driven 
by instinct. When the conditions of life are so closely 
linked to nature, not much is left to human control. As long 
as the demands of survival limit people to the basic func- 
tions of bearing children, growing crops, hunting, fishing, 
and providing shelter, they are simply unable to conceive 
of circumstances in which they might be able to influence 
the outcomes of their decisions. À penny saved is not a 
penny earned unless the future is more than a black hole. 


Therefore, a large part of Against the Gods is a highly 
entertaining journey through the history of the develop- 
ment of probabilistic thinking. For the reader who has a 
historical bent and has enjoyed books such as Bell's Men 
of Mathematics or Stigler's The History of Statistics: The 
Measurement of Uncertainty Before 1900, this book will 
be a fascinating read. Not only are the key historical fig- 
ures introduced, but they come alive with the descriptions 
of their historical context and personalities. There are 
some famous characters with whom every reader will have 
some familiarity: 

*Pascal and his triangle, in which each number in the triangle 
is the sum of the two numbers to the right and the left in the 
row above. The triangle was the first attempt to enumerate the 
number of outcomes of a particular event. 

*Daniel Bernoulli (of the famous probability distribution), 
who developed the concept of utility, the idea that people 
make choices on the basis of probabilities but also of the 
consequences. 

*Thomas Bayes, who laid the foundation for statistical infer- 
ence when he put forward his notion of combining new infor- 
mation with old—that 15, Bayesian updating of a prior to a 
posterior. 

*Carl Епедепсћ Gauss and the bell curve and the Central Limit 
Theorem. 

*Economists such as John Maynard Keynes, the founder of 
modern macroeconomics, and John Von Neumann and Oskar 
Morgenstern, who are widely credited with inventing game 
theory. 


However, the most interesting part of the historical aspect 
of the book was discovering some fascinating less well- 
known characters: 


*John Graunt, who in 1662 published a book titled Natural and 
Political Observations made upon the Bills of Mortality, 
which contained a compilation of births and deaths in London 
from 1604 and 1661 with analysis. He made extrapolations 
from samples of birth and death data (i.e., sampling, statisti- 
cal inference) and most interesting, he was perhaps the first 


Journal of Marketing 
Vol. 61 (July 1997), 112-116 


marketing researcher to analyze data for segmentation pur- 
poses; Graunt saw the use of his demographic data on the peo- 
ple of London as being useful for estimating "the consump- 
tion they would make, so as Trade might not be hoped for 
where it is impossible" (p. 76). 

*Edmund Halley (of the comet fame), who extended Graunt's 
work by using detailed birth and death data from the German 
town of Breslaw to form the first predictions of life 
expectancy at different ages, the basis for life insurance actu- 
arial tables. 

-The French mathematician Abraham de Moivre, who actually 
discovered the normal distribution before Gauss. 

*Francis Galton, who showed that successors to outliers are 
destined to join the crowd at the center of the normal distrib- 
ution, the incredibly insightful notion of regression to the 
mean. 

«Тһе irascible Chicago economist Frank Knight, who claimed 
he became an economist because “plowing was too hard on 
his feet" (p. 218). Knight's doctoral thests, "Risk, Uncer- 
tainty, and Profit,” which was published in 1921, was the first 
work in any field to deal explicitly with decision making 
under uncertainty. 


What emerges from this highly entertaining historical 
perspective of the development of probability and the 
notions of risk and uncertainty are two views of the world. 
One view is that man is rational. Under conditions of uncer- 
tainty, decisions about the future are made with full infor- 
mation about the probability distribution of different histor- 
ical events, preferences are known, and forecasting errors 
are random. The reader will recognize tools such as decision 
trees and the classical microeconomic model of the con- 
sumer who maximizes utility as representative of this schoo! 
of thought. However, beginning with Knight and Keynes, 
and continuing to the well-known research by Tversky, Kah- 
neman, and Thaler on the violations of the tenets of the 
rational model, we see that due to different contexts at the 
time choices are made, changes in the decision-making 
environment, and “surprise” in general, it is difficult to think 
of managing risks solely with pencil and paper calculations 
on the basis of what we have seen and what we know. There- 
fore, the author develops a second view, the notion of risk 
and uncertainty as a historical progression from a statisti- 
cally based exercise to a judgment and forward-looking one. 

Much of the academic research studying customers or 
other “agents” in marketing focuses on the former, rational 
approach. Brand choice models that use scanner panel data, 
controlled laboratory experiments, analytical game theory 
models, and almost any other empirical research predicts 
under a stringent set of assumptions that the agent will act in 
the future on the basis of the observations used in the empir- 
ical work or assumptions made in the model. This is not 
necessarily bad as researchers are attempting to develop 
tools that practitioners can use to manage their own risks 
and reduce their uncertainty. However, it also would 
behoove academic researchers to consider models or 
research conditions in which the agents were considered to 
be perhaps somewhat less rational and considerably more 
forward looking as opposed to simply using past data to 
guide current decisions. An example of this kind of thinking 
is Wright’s notion of a “schemer schema,” in which con- 
sumers actually are thinking about what marketers are doing 


in the marketplace and integrating that into their decision 
making. 

I must confess to enjoying the historical aspect of the 
book considerably more than the last several chapters. In 
these chapters, Bernstein covers how risks have been man- 
aged in the financial world by covering the history of the 
financial portfolio (Markowitz), the capital asset pricing 
model (Sharpe), and the development of options pricing 
models and derivatives (Black and Scholes). Obviously, this 
reflects his main interests in finance. In addition, the chap- 
ters on behavioral decision making will be familiar to mar- 
keting academics and many marketing managers with 
MBAs. To those familiar with Prospect Theory, Bernstein’s 
attempt to explain it in Chapter 16 seems rather tortured. 

The central theme of the book, however, applies to aca- 
demics, business people, and everyone else equally: Risk, 
though common to all decisions, can be managed, and this 
increased ability to manage risk is a vast improvement over 
the conditions surrounding decision makers in the seven- 
teenth, eighteenth, and nineteenth centuries. The number of 
mechanisms that have been developed that permit people to 
incorporate the risk of the future into decisions they must 
make today have increased dramatically, whether the con- 
text is investing their retirement money in the financial mar- 
kets or choosing to take a new job. The technology is there; 
it is up to us to utilize it. 

Despite the rather modest shortcomings noted here, the 
book is enormously entertaining and does an excellent job 
describing what is known and not known about risk, uncer- 
tainty, and decision making. 

RUSSELL S. WINER 


Haas School of Business 
University of California at Berkeley 
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Business as a Calling: Work and the Examined Life 
By Michael Novak (New York: The Free Press, 
1996, 246 pp., $22.50) 


Given the tidal wave of business books dealing with every 
aspect of organizational efficiency in the value chain, it is 
refreshing to encounter one that addresses the bigger man- 
agement picture. It is even more gratifying to find the tough 
“big picture" questions treated so insightfully. Michael 
Novak, in his Templeton prize-winning book, Business as a 
Calling, takes on the central problem of what it means to be 
a manager in today’s complex world. In other words, Novak 
asks, what constitutes the vocation of serving in a manage- 
ment career? And how does the role of manager affect soci- 
ety at large? In answering these queries, the author detours 
into several provocative asides including short discussions 
of the importance of philanthropy, the ethics of chief execu- 
tive officer compensation, the current political climate of 
American universities, and the relationship of capitalism 
and democracy (a Novak specialty). Yet the main message is 
about the moral responsibility of living one’s life as a busi- 
ness manager. For thoughtful, reflective marketing mangers 
wishing to put their everyday work into a broader perspec- 
tive, this is a must-read book. 
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Novak begins his thesis with the observation that the 
vast majority of managers do not think of their work as a 
vocation. Instead, being a manager is simply a job, albeit a 
sometimes powerful and high-paying one. Novak laments 
the pragmatic language of the business world and the MBA- 
style education that systematically excludes discussion of 
the moral and religious dimensions of economic life. Implic- 
itly argued is that the self-esteem of many managers would 
be improved if they better understood the nature of their 
everyday work as a sacred vocation essential to the well- 
being of society. 

The core of Novak's message is as follows: Business is 
a uniquely challenging profession because of the central role 
it plays in the improvement of the public domain. Business 
organizations, by way of the product/market choices that 
managers make, creatively transform society for better or 
worse. Operating within the context of private and semipri- 
vate organizations, business managers also are involved in 
building essential forms of community, that is, corporate 
cultures that provide a shaping environment for millions of 
employees throughout their working lives. 

Historically, the other professions, whether law, medi- 
cine, or science, all have depended on their practitioners 
understanding the inherent values and ideals from which 
these vocations draw their strength. Novak envisions man- 
agement success, especially that which combines financial 
accomplishment and contribution to the society, as being 
grounded in four cardinal virtues: temperance, fortitude (or 
courage), practical wisdom, and justice. Practical wisdom 
is seen as the key virtue for executives because it organizes 
and directs the others, which allows business managers to 
be both realistic and effective as they discharge their 
responsibilities. 

Such high-minded philosophical examination might dis- 
courage some readers. Fortunately, Novak translates his 
vocational philosophy, essentially a variation of Aristotle's 
virtue ethics, into comprehensible terms. The key to this 
book is Chapter 7, in which the author postulates seven 
requirements for business success as well as seven ethical 
principles. Belief in the principles, in part, depends on 
accepting that managers function not only as economic 
agents for the organization's financial betterment, but also as 
representatives of the greater society. 

Most of Novak's postulated requirements for business 
success involve organizational characteristics that environ- 
mentally attuned managers would anticipate and expect. 
Included here are the need for customer satisfaction, the 
requirement of a reasonable rate of return on investment for 
company survival, and the role of business organizations in 
the creation of jobs, innovation, and wealth. More intrigu- 
ing are Novak's seven ethical principles for success. These 
obligations are controversial because they are not necessar- 
ily embraced by all managers. Some will see them as only 
voluntary responsibilities. Among these moral imperatives 
are a few that might be unquestioned by most managers, 
such as respect for the law and communicating with stake- 
holders. More debatable, but no less essential in his view, 
are the proposed moral imperatives for business to foster a 
caring, corporate community; to work to achieve social jus- 
tice so that the less fortunate can improve their economic 
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status; and to create an organizational climate that enables 
managers to assume voluntary leadership positions that 
contribute to society. Most likely, the full assembly of 
moral obligations advocated would be viewed skeptically 
by some managers as beyond the ken and scope of normal 
and required business activities. 

Novak is not naive. He readily grants that high moral 
standards are associated with higher economic cost, espe- 
cially in the short run. Nevertheless, businesses seem to be 
better off in the long run by taking the higher ethical road. 
Why? Because the vast majority of business partners and 
customers covet trustworthy relationships, not the climate of 
economic deceit that would be created by corporate liars, 
scoundrels, and cheats attempting to obtain an economic 
advantage by any possible means. Novak uses a positive 
case example of Unocal operating in Burma to underscore 
this point. 

This book has relevance for any manager—regardless of 
their religious persuasion or lack thereof —who is disposed 
to a value-directed approach for conducting business. How- 
ever, an examination of Novak's recommendations strikes a 
chord of distinct similarity with a body of thought some- 
times referred to as Catholic Social Teaching (CST). Novak 
studied for a career as a Catholic priest and regularly inte- 
grates theological and philosophical theory into his writing 
on economic issues, so perhaps this should not be surpris- 
ing. Those familiar with CST will find the connections 
apparent. In 1986, a committee of U.S. Catholic bishops, 
headed by Archbishop Rembert Weakland of Milwaukee 
and informed by thousands of pages of testimony from 
economists and business executives of every denominational 
stripe, authored a pastoral letter titled Economic Justice for 
All. In that work, the committee put forward several guiding 
principles that should influence the moral conscience of 
practicing managers who take their religious faith seriously. 
The principles contained in the letter were endorsed explic- 
itly by the religious leaders of several Protestant denomina- 
tions as well. Included among these are the following: 


ФА preferential option for the poor. This tenet essentially sug- 
gests that when economic decisions are made, if they have a 
disproportionate negative effect on the social well-being of 
those who are most economically disadvantaged іп the soci- 
ety or community, the business decision is likely unethical. 
*The priority of labor over capital. This proposition funda- 
mentally underscores the human dignity of all workers and 
suggests that whenever capital 15 substituted for labor (e.g., 
employees are laid off because of a switch to automated 
assembly) such decisions should be made prudentially and 
reluctantly. And, 1f workers are to be let go, they should be 
treated humanely with job replacement or job retraining pro- 
grams whenever possible. | 
*The principle of stewardship. This principle suggests that man- 
agers are caretakers for the overall economic resources of soci- 
ety. One implication of this view is that macro-level outcomes 
of business decisions should be given due consideration. 


The underlying supposition behind Novak's implicit 
endorsement of these principles is that corporations and 
society will grow healthier in the long run if these principles 
are embraced. 


The potential influence of this book is enormous if a sig- 
nificant number of managers are exposed to its ideas and 
integrate them into their thinking. The MBA mentality of a 
corporate America that certifies the notion that competition 
is essentially an economic game in which "the dog that 
snaps the fastest gets the bone" is responsible for many of 
the ethically questionable decisions and financial excesses 
that are reported almost daily in the business press. The will- 
ingness of some organizations to engage in bribery, leak 
useful financial information to trading partners, foist unsafe 
products upon an unsuspecting public, and promote their 
services in deceitful ways denigrates the economic system 
that so many managers profess to cherish. Why is this so? 
Because such unethical practices reward the unscrupulous 
firm rather than the organization that offers the best value at 
a fair price. The true richness of Business as a Calling is that 
it provides the philosophical fabric to comprehend manage- 
ment as something more than an economic agency. The eth- 
ical imperatives derivative from an examined life will lead 
managers to accept the obligations inherent in the vocation 
of manager—namely, to serve as a steward for the resources 
of his or her organization, but with the foreknowledge that 
those resources also are intended to contribute to the greater 
good of society. Smart marketing managers always have 
prided themselves on making special efforts to know the 
consumer. This book gives them the perspective to know 
themselves better. 


GENE R. LACZNIAK 
Marquette University 





Marketing: From Advertising to Zen 
By Tim Ambler (London: Pitman Publishing, 
1996, 365 pp., $15.95) 


Marketing: From Advertising to Zen—A Pre-Ambler 
to the Discipline 


The allusion to the alphabet in Marketing: From Advertising 
to Zen is more than a perfunctory attempt to lure readers 
with a catchy title. On the one hand, the alphabet suggests a 
systematic arrangement, and Ambler's colloquy is indeed in 
alphabetical order. On the surface, the alphabetical treat- 
ment of marketing principles is contrived such that the 
reader can infer that advertising is the start and Zen philos- 
ophy is the end of marketing. On the other hand, the alpha- 
bet intimates rudiments of a language. These connotations 
are far removed from the content and structure of this book. 
Alternatively, the reader will encounter an entirely different 
perspective of the alphabet—one that challenges the sys- 
tematic ordering of marketing basics that characterize most 
textbooks. In the introduction, Ambler advises readers to go 
from A to Z ог Z to А, whatever their liking. Then, ће sys- 
tematically reorders the contents to conform to a more pro- 
saic textbook framework. The book's contents, as its title 
infers, is a paradox that parallels Ambler's view of market- 
ing: "Analysis, logic, order and correct sequencing are vital 
but they only go so far" (p. 346). 


In fact, the author himself is a paradox. Tim Ambler is 
no ordinary academician. On the academic front, Ambler is 
degreed in mathematics from Oxford University and mar- 
keting from Massachusetts Institute of Technology. Prior to 
academe, he spent more than three decades in business, 
early as an accountant and later as a marketing executive. 
These switches are woven into the fabric of this book. 
Ambler makes no apologies for the paradox, even when con- 
cluding that marketers' roles are diminutive in shaping the 
marketplace: “Marketers do not create fashions or even mar- 
kets. The best they can do is to ride the waves and take 
advantage of what will largely happen anyway. Sure they 
can, and should, help things along; trends can be spotted, 
first mover advantage can be secured. But luck and "Tao' are 
stronger elements" (p. 345). Ambler is not suggesting that 
marketers adopt Tao philosophy in lieu of conventional 
Western marketing orientations; what Ambler advocates ts a 
balance in marketing between rationality and emotionalism, 
intellectualism and pragmatism. 

Although Ambler advocates balance as the normative 
domain of marketing practice, he clearly avoids it in this 
book. He proffers three perspectives of marketing that pur- 
port to achieve some balance between rationality and irra- 
tionality, the first being a neoclassical perspective. Ambler 
reminds the reader that the neoclassical economic perspec- 
tive presumes a rational world that 15 largely antithetic to 
contemporary marketing practice. However, at the same 
time, he pivots on algorithmic approaches to everything 
from brand equity to market forecasting. One gets the feel- 
ing that Ambler has not totally abdicated his accounting 
mind-set. So, when Ambler chides that “а growing brand has 
more equity than a declining brand with the same short term 
profitability," the reader is left wondering why companies 
such as PepsiCo are losing significant market share despite 
growing brand equity. 

The answer relates to an oversimplification of the mar- 
ket setting. Indeed, Ambler relates an oft-Anglocentric view 
of accounting principles (and the marketplace itself). The 
debate over whether brand equity should appear on balance 
sheets seems fairly moot: What difference does it make? 
Ambler later concedes that one ultimately must look at the 
whole brand from a consumer's viewpoint. The fact that he 
counsels marketers to employ a battery of objective mea- 
sures to assess brand equity never meshes with the con- 
tention that brand equity is, in his view, a mythological 
gauge far removed from rational consumption behavior. At 
first, the reader will be drawn into (and perhaps angered by) 
this prima facie affinity toward neoclassical economics. It is 
only on a second or third reading that a person truly appre- 
ciates that Ambler himself is pondering facetiously at the 
purely rational, economic approach to marketing. 

The second perspective is conflict, according to Ambler. 
This should be of little surprise; after all, competitors vying 
for limited resources and customers will battle for differen- 
tial advantage. Ambler partitions the battleground into four 
opponents: consumers, external customers within the mar- 
keting channel, internal customers of the organization, and 
competitors. It is never clear how each of these opponents 
differ from a marketing strategy point of view. Are con- 
sumers not external customers within a distribution chan- 
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nel? Ambler concedes subsequently that customers are often 
competitors in varying markets. The conflict or warfare par- 
adigm of marketing strategy is reported to be "immensely 
important but also flawed." Ambler asserts that it fosters cre- 
ativity and market innovation, and he advocates using 
guerilla marketing to capitalize on firm and market advan- 
tage. The discussion here is simply Sun-Tsu cum John F. 
Kennedy: “Forgive your enemies, but never forget their 
names.” 

Ambler advises marketers to know their competitors like 
a general would know his.or her enemy, but also to know the 
strengths and weaknesses of their internal customers like a 
general would know his or her troops. Here, the military per- 
spective becomes a conflicting avenue for gaining market 
advantage. References to the Bay of Pigs and the Mao revo- 
lution seem inconsonant, but Ambler succeeds in identifying 
the importance of balance between offensive and defensive 
marketing strategy. He concludes that the yin and yang of 
warfare, which are based on the Taoist tradition, demand 
balance between equal respect and understanding. Where 


Ambler falls short is with respect to the duration of compe- 


tition: The marketplace is fraught with battles, but the war is 
interminable. There is no way to keep score except in the 
short term. So, why employ guerilla marketing except for a 
short-term tactical advantage? 

The third perspective of marketing is threaded through 
each functional area of marketing strategy: cooperation. We 
are told time and again that marketing is not a zero-sum, but 
rather a win-win, game. In a labyrinth of prescriptions rang- 
ing from understanding competitors to developing long- 
term customer relationships, Ambler appears most comfort- 
able in the relational paradigm. However, it is only in the 


final 100 pages that the pieces start to come together. In. 


these final ten fragments—let us not mistake these for chap- 
ters—the reader begins to understand why Ambler has cho- 
sen this convoluted organization of marketing topics. These 
fragments are actually part of an agglomerative, ordered 
approach to demonstrating the shift from transactional to 
relational thinking in marketing practice. Despite its seminal 
role in Ambler's view of marketing, the notion of relation- 
ship marketing is afforded only cursory treatment. There is 
certainly breadth in his description of relationship market- 
ing. The discussion of relationship marketing features 
diverse perspectives, from Williamson to the Industrial Mar- 
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` keting and Purchasing Group. Somehow Ambler ends up E E 





Asia as if guanxi were a universal theory of relationship: =, 
marketing. БЕ E 

Ambler shifts to a far more nm tone, shedding.' ' 
the raillery for a basic lesson in the relational paradigm. He 
instructs on the shortcomings of neoclassical economics and 
its mechanistic approach to marketplace dynamics. Then he 


describes the current and presumably impending market aš: | 


a network of value-laden relationships (p. 275). The most 
disturbing aspect of Ambler's relational paradigm discus- 
sion is that he seems to explain everything from database 
marketing to efficient consumer response as manifestations 
of the relational paradigm. Suddenly, the copious discourse 
on competition that pervades the first two-thirds of the book 
is discarded in favor of cooperation. Again, Ambler stum- 
bles on the methods and measures of building brand equity 
from a relational perspective. He exhorts that the state of 
relationships are best measured by establishing “what is in 
the minds of the consumers." There are few marketing aca- 
demicians or practitioners who would argue with this state- 
ment. Even in his discussion of relationships, ‘Ambler 
appears to be haunted with the challenge of assessing brand 
equity. The contentious conclusion that marketing is merely 
a function of building brand relationships is a-disappoint- 
ment. But the reader should not be disillusioned; the story 
does not end here. 

Having jaunted through a tripartite marketing terrain, - 
from neoclassicism to relationalism, attempting to surmount 
the obstacles embedded in the entropic marketplace, the 
reader might be exhausted by the time he or she reaches the 
final fragment. But, the reader should refuel, because it is 
the final fragment that is the real payoff in Marketing: From 
Advertising to Zen. Here we abandon the heavy load of mar- 
keting maxims; the reader is treated to one final Amblerism: 
“That all is inevitable and yet success depends absolutely on 
the active contribution of the marketer is just another para- 
dox" (p. 345). Ambler tries to rally the reader to relinquish _ 
absolute truths in marketing, to savor the "razzmatazz" of 
the marketplace, to acquiesce to an irrational marketplace. 
Are you ready for a ride on the Ambler marketing course? 

| LOU E. PELTON 
Department of Marketing 
University of North Texas 
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Carolyn Costley, & James Barnes 


Comparative Versus Noncomparative 
Advertising: A Meta-Analysis 


Previous research and reviews on comparative advertising report mixed results. The authors report the results from 
a meta-analysis that examines the efficacy of comparative advertising. The analysis shows that comparative ads 
are more effective than noncomparative ads in generating attention, message and brand awareness, levels of mes- 
sage processing, favorable sponsored brand attitudes, and increased purchase intentions and purchase behaviors. 
However, comparative ads evoke lower source believability and a less favorable attitude toward the ad. Additional 
analyses of moderator variables find that market position (sponsor, comparison, and relative), enhanced credibil- 
ity, message content, and type of dependent measure (relative versus nonrelative) affect some of the relationships 
between advertising format and cognition, brand attitudes, and purchase intentions. New brands comparing them- 


selves to established brands appear to benefit most from comparative advertising. 


prevalent in the United States media. Some examples 

of the many advertising campaigns using compara- 
tive advertising include MCI comparing its long-distance 
call prices and service to AT&T; VISA comparing the num- 
ber of merchants accepting its credit card (о American 
Express; Burger King comparing its cooking method to 
McDonald's; and various beverage producers challenging 
competitors in taste tests. Recent estimates indicate that 
comparative advertising formats account for one-third of all 
advertisements (Neiman 1987; Stewart and Furse 1986) and 
close to 8096 of all television commercials (Pechmann and 
Stewart 1990b). 

Comparative advertising's increased popularity may be 
partly due to the Federal Trade Commission's informal 
encouragement of explicit comparisons (Tannenbaum 1974; 
Wilkie and Farris 1975), as well as to advertisers’ beliefs in 
its effectiveness. The FTC rationalized that explicit compar- 
ative advertisements deliver information previously unavail- 
able to consumers (Wilkie and Farris 1975). The FTC's 
implicit encouragement of brand comparisons, along with 
relaxed restrictions and competitor and media concerns 
(Tannenbaum 1974), sparked the research interest of acade- 
micians and practitioners alike. 

The effectiveness of comparative advertising, according 
to the large body of extant empirical research, is equivocal. 
Some investigators conclude that comparative advertising 


C advertising has become increasingly 
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provides advantages that are not associated with noncom- 
parative advertising (e.g., Dróge and Darmon 1987; Miniard 
et al. 1993; Pechmann and Ratneshwar 1991; Pechmann and 
Stewart 1990a; Rose et al. 1993). Others report that com- 
parative advertising produces undesirable outcomes (e.g., 
Belch 1981; Golden 1979; Goodwin and Etgar 1980; Levine 
1976; Swinyard 1981). These conflicting opinions do not 
seem to deter major consumer goods and service corpora- 
tions from using comparative advertising in their promo- 
tional mix. 

The prevalence of comparative ads in the face of the 
conflicting empirical evidence about their effectiveness sug- 
gests that this topic should be important to researchers and 
practitioners. There have been several attempts to consoli- 
date research findings in this area (e.g., Barry 1993; Etgar 
and Goodwin 1977; Pechmann and Stewart 1990b; Turgeon 
and Barnaby 1988). Notwithstanding the importance of 
these earlier contributions, these qualitative reviews typi- 
cally include only published research (cf. Turgeon and Barn- 
aby 1988)! To date, no one has attempted a quantitative 
integration (i.e., a meta-analysis) of this research stream. To 
fill this void, we conduct a systematic review and a quanti- 
tative integration of all the available comparative advertis- 
ing research. 

We systematically review the comparative advertising 
literature with two goals in mind: (1) to consolidate to the 
extent that is possible the comparative advertising 
research—published and unpublished—and (2) to discover 





'We have two concerns about these previous reviews. First, 
there is the risk of bias from ignoring unpublished research when 
synthesizing results across studies (Hunter and Schmidt 1990; 
Rosenthal 1984). Second, all of these articles use the conventional 
subjective review process. Pechmann and Stewart's (1990b) “qual- 
itative. meta-analysis” differs somewhat from the others. They 
report the amount of evidence available for or against a proposi- 
tion, based on the number of studies that support or fail to support 
the proposition. 
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when comparative formats аге more effective than noncom- 
parative formats. Constructing a general theory of compara- 
tive advertising is beyond the scope of our research effort. 
We organize the review and meta-analytical tests of 
hypotheses around Lavidge and Steiner's (1961) advertising 
functions model. Further details pertaining to the conceptual 
underpinnings of the hypotheses tested in our study can be 
found in the original articles. 

In Figure 1, we depict our Hierarchy of Comparative 
Advertising Effects Model, which is based on Lavidge and 
Steiner's (1961) model. This hierarchical model is used to 
classify the literature's many dependent variables into mean- 
ingful effect categories. Using these categories we systemat- 
ically compare the effectiveness of comparative advertising 
with noncomparative advertising. Where possible, we test 
Wilkie and Farris's (1975) propositions for comparison 
advertising effects. 

First, we define comparative advertising and explain our 
guiding framework. Second, we describe our literature-com- 
pilation procedures and meta-analysis methods. Third, we 
discuss our findings and their implications for advertising 
practice. 


A Conceptual Framework and the 
Research Hypotheses 


Previous research defines comparative ads (also known as 
comparison ads) using two criteria. First, comparative ads 
explicitly (e.g., Wilkie and Farris 1975) or implicitly (e.g., 


Jackson, Brown, and Harmon 1979) compare at least two 
brands in the same generic product or service class. Second, 
comparative ads compare the brands on specific product/ser- 
vice attributes (Wilkie and Farris 1975) or market positions 
(McDougall 1976). Thus, brands claiming to be better than 
their competitors without saying how are not using a com- 
parative format. Many scholars have compared the effec- 
tiveness of comparative ads to that of noncomparative ad 
formats. These studies typically examine effectiveness 
according to one or more of the advertising functions in 
Lavidge and Steiner's (1961) model. 

Lavidge and Steiner (1961) separate the objectives of 
advertising into three main functions: cognitive, affective, 
and conative. Advertising's cognitive function provides 
information and facts for the purpose of making consumers 
aware and knowledgeable about the sponsored brand. 
Advertising's affective function creates liking and prefer- 
ence for the sponsored brand— preference presumably refers 
to more favorable attitudes. Advertising's affective function, 
therefore, is to persuade. Finally, advertising's conative 
function is to stimulate desire and cause consumers to buy 
the sponsored brand. 

Lavidge and Steiner also specify which ad formats are 
best suited for each advertising function. Based on their 
guidance, we expect comparative ads to create greater spon- 
sored brand awareness and knowledge, stronger preferences 
for and attitudes toward the sponsored brand, higher levels of 
intention to purchase the sponsored brand, and greater pur- 
chases of the sponsored brand than noncomparative ads do. 


FIGURE 1 
Hierarchy of Comparatlve Advertising Effects 
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The Effect of Comparative Advertising on Cognition 


Advertising's cognitive function moves consumers from 
unawareness to knowledge about the sponsored brand by 
providing information and facts about the sponsored brand 
(Lavidge and Steiner 1961). Because comparison formats 
deliver different information to consumers than do noncom- 
parative formats, they are likely to produce different effects 
on consumer awareness and knowledge. It 1s not surprising 
that comparative advertising researchers have devoted much 
attention to cognitive variables. Dependent measures of 
cognitive outcomes include attention, message and brand 
awareness, number of thoughts, perceived informativeness, 
perceived similarity between competing brands, and believ- 
ability of the source and message. If comparative advertis- 
ing distinctly affects consumers' cognitive activities, it 
should be evident in these variables. 


Attention. Attention is the simple allocation of cogni- 
tive capacity to the advertisement (Engel, Blackwell, and 
Miniard 1993). One reason more of an audience should 
attend to comparative ads than to traditional ads (Wilkie 
and Farris 1975) is that two brands are named in compara- 
tive ads. A comparative ad is personally relevant to users of 
the sponsored brand because it gives information about a 
brand they may use. Also, the comparative ad should be 
personally relevant to users of the comparison brand 
because it gives them information about a brand they do 
use. Consequently, the use of two (or more) brands in com- 
parative ads attracts the self-relevant selective attention of 
more people than advertisements featuring a single brand. 
Pechmann and Stewart (1991) predicted and found that a 
low-share sponsor's advertisement gets the most attention 
when it is compared to a competitor with many users (a 
high-share brand). 

A second reason that comparative ads might receive 
more attention is information content (Muehling, Stoltman, 
and Grossbart 1990). Users of the sponsor brand—most 
likely the lesser-known of the two—may read comparison 
ads because they expect new and unique kinds of informa- 
tion. Specific attribute information presented in the compar- 
isons may not be accessible otherwise. Noncomparative ads 
are unlikely to give such explicit information. The potential 
for increasing consumers' information was one reason the 
FTC reputedly did not condemn comparison ads (Wilkie and 
Farris 1975). If consumers perceive that specific attribute 
comparisons provide unique and useful information, they 
may attend to comparative ads more. The studies we 
reviewed operationalized attention as reading part of the 
advertisement (e.g., Muehling, Stoltman, and Grossbart 
1990; Pechmann and Stewart 19902). 


H,: Consumers will attend to comparative ads more than non- 
comparative ads. 


Awareness. Awareness is knowing the information pre- 
sented in the message (i.e., message awareness) and know- 
ing the sponsor's brand name (i.e., brand name awareness) 
Consumers are considered aware of a sponsor's brand if 
they can recall the brand name. Similarly, they are aware of 
the advertised message if they can report any of it. Wilkie 
and Farris (1975) believe that aggregate recall levels should 


be higher for comparative ads, because more people attend 
to them than to traditional ads. 

Attention is a necessary, but not sufficient, condition for 
making consumers aware of the message or the sponsored 
brand. Wilkie and Farris (1975) speculate that comparison 
ads attract the consumer's attention and increase awareness 
of the comparison brand, but do not increase awareness of 
the sponsor brand. Nonetheless, comparative ads may 
enhance consumers' brand and message awareness by pro- 
viding more information than do noncomparative ads. The 
additional information may cause deeper processing and 
more retrieval cues. This can result in improved memory of 
the advertising message, which is favorable to the sponsored 
brand. Therefore, message recall should be greater for com- 
parative than for noncomparative ads (Muehling, Stoltman, 
and Grossbart 1990). The additional information m compar- 
ative ads is expected to increase the accessibility and 
retrieval of the sponsored brand's name from memory. 


H5, Consumers will recall more of the messages in compara- 
tive ads than in noncomparative ads. 

Нур: Consumers will recall the sponsor's brand name more in 
comparative ads than 1n noncomparative ads. 


Information processing. Comparative ads are more 
involving for the same reasons that they attract attention 
(i.e., they are personally relevant). Greater involvement with 
comparison ads than with noncomparative ads should cause 
thoughts to be more elaborate (Greenwald and Leavitt 1985; 
Krugman 1965). As was mentioned previously, comparison 
ads, which make point-by-point contrasts between the com- 
parison brand and the sponsored brand (e.g. Swinyard 
1981), should induce greater mental activity and elaboration 
(Muehling, Stoltman, and Grossbart 1990) and more central 
processing (Dróge 1989) than noncomparative ads do. More 
elaborate message processing should generate more 
thoughts in response to the comparative ads than in response 
to the noncomparative ads. Another reason that comparative 
formats foster more elaborate processing is that they are 
more stimulating (Dröge 1989; Pechmann and Esteban 
1994). Stimulation motivates consumers to argue either in 
support of or against the main appeal in the message. The 
direction depends on their previous experience and familiar- 
ity with the comparison brand. Both involvement and stim- 
ulation should work to increase the number of thoughts con- 
sumers generate in reaction to comparative ads. In noncom- 
parative ads this same degree of mental activity is not likely 
because the same amount and type of information is not 
available for processing (Muehling, Stoltman, and Grossbart 
1990). Information processing is typically measured by the 
relative number of message-related consumer thoughts that 
an advertisement generates. 


Нз. Comparative ads elicit more consumer thoughts than non- 
comparative ads. 


Informativeness. Perceived informativeness is not the 
amount of information, per se, but the degree to which con- 
sumers perceive or infer the advertisement to be informa- 
tive. Comparative ads are perceived to be more informative 
because they present and compare two brands on one or 
more attributes (Goodwin and Etgar 1980; Гуег 1988; Pride, 
Lamb, and Pletcher 1979; Sujan and Dekleva 1987; Wilkie 
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and Farris 1975). Consumers may perceive comparative 
information to be uniquely informative because the explicit 
attribute comparisons help them differentiate brands. This 
kind of information is not available in noncomparative ads. 
Wilkie and Farris (1975) use the same argument to justify 
the value of comparative ads. 


H4: Consumers will perceive comparative ads to be more 
informative than noncomparative ads 


Positioning. Positioning the sponsored brand as similar 
to the comparison brand (i.e., association) is the explicit 
goal of some comparative ads and the unintentional effect of 
others (Droge and Darmon 1987; Gorn and Weinberg 1984; 
Pechmann and Ratneshwar 1991; Sujan and Dekleva 1987). 
Because comparative ads compare two brands on one or 
more attributes, consumers may link them together in the 
same cognitive categories, as well as infer similarities on 
other attributes (Pechmann and Ratneshwar 1991). We 
expect association effects and higher brand similarity rat- 
ings when advertisements say that the brands are similar 
(i.e., associated). However, when a comparison brand is not 
mentioned, as in noncomparative ads, association between 
brands is counterintuitive. Noncomparative ads do not 
explicitly associate the sponsored brand with another. How- 
ever, noncomparative ads position the sponsored brand as a 
member of a product class or product type (Sujan and Dek- 
leva 1987), thereby inviting comparisons with other brands 
within these categories. Thus, both direct comparative and 
noncomparative ads can be associative in nature (Droge and 
Darmon 1987). Because noncomparative ads do not refer 
directly to the comparison or dominant brand in the product 
category, the association is more subtle and must be inferred 
(e.g., from the similarity of the package or the new product's 
market standing) (Dróge and Darmon 1987). Sujan and 
Dekleva (1987) found no differences between comparative 
and noncomparative ads, for both experts and novices, in the 
perceived similarity of brands at the product type level. 

Pechmann and Ratneshwar (1991) found that consumers 
perceive similarities between the comparison and sponsored 
brands even when the comparative ad differentiated the 
brands. They reason that consumers categorize the spon- 
sored brand as similar to the comparison brand because (1) 
consumers assume that two brands that are compared must 
be comparable; (2) consumers learn through socialization 
that leaders are copied, and they deduce that the brands are 
probably similar; and (3) consumers infer from visual simi- 
lanties that the brands are functionally similar. 


Hs: Consumers perceive greater similarity between the spon- 
sored brand and the comparison brand when sponsors use 
comparative ads than when they use noncomparative ads 


Believability. Believability has two components: (1) 
believability of the source or source credibility and (2) ad 
believability, which refers to the perceived truthfulness of 
the ad, or message. Wilkie and Farris (1975) conjecture that 
comparative ads should be more believable than noncom- 
parative ads. However, recent research has shown that com- 
parative formats may be less believable (both in source and 
message), particularly for users of the comparison brand 
(Swinyard 1981). Comparison brand users may attribute 
desperation and hostility to sponsors making comparative 
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claims, because these claims challenge consumers' prior 
beliefs. Believing the source and the content of the message 
requires that the consumer change some of his or her exist- 
ing beliefs. Rather than change strongly held beliefs, skep- 
tical consumers may respond to comparative claims by (1) 
derogating the source of the message, (2) counterarguing 
with the message claims, (3) making statements about the 
curiosity of the claims, or (4) making other positive or neg- 
ative statements about the message (Swinyard 1981; 
Wright 1973). Belch (1981) found that consumers derogate 
the source of comparative claims but not the source of non- 
comparative claims. Others have found that comparative 
ads generate more counterarguing than noncomparative ads 
and are perceived to be less credible (Swinyard 1981; Wil- 
son and Muderrisoglu 1979). 

We operationalize believability of the source as the num- 
ber of counterarguments and the number of source deroga- 
tion thoughts. Believability of the message includes the 
believability, credibility, and persuasiveness of the claim. 


Hg,. Consumers attribute less credibility to the source of com- 
parative ad claims than to the source of noncomparative 
claims. 


“Hg: Consumers believe comparative claims less than non- 
comparative claims. 


The Effect of Comparative Advertising on Affect 


Affective responses to comparative advertising include con- 
sumers' feelings (likes or dislikes) about the advertisement 
(Ала), and their feelings about the sponsored brand (Ар). 
Attitudes are one of the consequences of the information 
that is processed during the cognition stage. The ad format 
(comparative versus noncomparative) should directly influ- 
ence affective responses. Ad format should also indirectly 
affect attitudes through the cognitive variables, though we 
did not test these effects because the relevant information 
was not available. 


Attitude toward the ad. Attitude toward the ad (Ала) 
denotes a consumer's feelings and overall attitude toward 
the ad format. The extant research has shown that compara- 
tive ads generate fewer favorable attitudinal responses 
toward the advertisement than noncomparative ads (Belch 
1981; Gorn and Weinberg 1984; Swinyard 1981). One 
explanation for this is that users of the comparison brand see 
the comparison as an attack on their brand, causing them to 
either derogate the source of the message or counterargue 
with the message content (Wilkie and Farris 1975). Empiri- 
cal evidence seems to support this explanation (Belch 1981; 
Gorn and Weinberg 1984; Swinyard 1981). Dróge (1989) 
reviewed the literature and found that comparative ads are 
impersonal, less friendly and pleasant, more aggressive and 
intense, and less believable and honest. Attitude toward the 
ad includes consumers' self-reports on the perceived friend- 
liness/offensiveness of the ad and their overall attitudes 
toward the ad. 


Н; Consumers’ attitudes toward comparative ads are less pos- 
itive than their attitudes toward noncomparative ads. 


Attitudes toward the sponsor's brand. Whether con- 
sumers' attitudes toward the ad (A,q) can transfer to the 


sponsor's brand is arguable. MacKenzie, Lutz, and Belch 
(1986) support the notion that feelings and attitudes 
toward the sponsored. brand (Аъ) are positively influ- 
enced by attitude toward the ad (Ала). Muehling (1987) 
provides evidence that shows that comparative ads have a 
positive influence on attitude toward the sponsor (Apr) 
across five different types .of comparative ad formats. 
However, Dróge (1989) found that Ала predicts Ay, for 
noncomparative ads, but not for comparative ads. It 
appears that the question of whether attitudes toward the 
comparative ad (Ала) transfer to the sponsored brand is 
not settled. 

Another factor influencing attitudes toward the spon- 
sored (Аъ) brand is the association with the comparison 
brand. To the extent that consumers perceive the sponsor's 
brand to be similar to the comparison brand we might expect 
their attitudes toward the sponsored brand (Ар) to mirror 
their attitudes toward the comparisor brand (Dröge and Dar- 
mon 1987). If attitudes toward the comparison brand are 
positive, perceived similarity may lead to more positive atti- 
tudes toward the sponsored brand (Ар). It must be noted 
that in several studies, the comparison brands are market 
leaders, and consumers are likely to have positive attitudes 
toward them. In these cases, we expect attitudes toward the 
sponsor's brand (Ар) to be more favorable when the adver- 
tisement is comparative than when it is noncomparative. 
Finally, because comparative ads allow consumers to have 
clear and focused perceptions (Wilkie and Farris 1975) and 
to differentiate the brands (Dróge 1989), they should have a 
more favorable effect on consumers' attitudes toward the 
sponsored brand (A,,) (Goodwin and Etgar 1980; Gorn and 
Weinberg 1984; Levine 1976; Mazis 1976; Shimp and Dyer 
1978) than noncomparative ads do. 


Hg' Consumers’ attitudes toward the sponsored brand (A,,) are 
more positive when the advertisements are comparative 
than when they are noncomparative. 


The Effect of Comparative Advertising on Conation 


The conative component may be the most important because 
it shows whether comparative advertising affects con- 
sumers’ purchase behavior (Pechmann and Stewart 1990a). 
Previous research frequently operationalized conation as 
purchase likelihood’ and infrequently as actual purchase 
behavior (e.g., coupon redemption by Demirdjian [1983] 
and Swinyard [1981]). Nevertheless, the effect of ad format 
on the consumer’s intention to purchase and actual purchase 
is equivocal. Lavidge and Steiner (1961) reason that if a 
comparative ad positively influences cognitive and/or affec- 
tive responses, it should favorably influence behavioral 
intentions and behavior. Dróge (1989) provides partial sup- 
port: She found a stronger relationship between attitude 
toward the sponsored brand (Apr) and purchase intention for 
comparative ads than for noncomparative ads. Additionally, 
Dröge found that cognition has no direct effect on intention; 
it is mediated by attitude. Swinyard (1981) found no differ- 
ence between comparative and noncomparative ads on 
intention to purchase. However, he found a significant effect 
on purchase behavior dué to noncomparative ads' one-sided 
claims (i.e., coupon redemptions). Presumably, if the adver- 
tising claim is accepted and causes a favorable attitude 


toward the sponsored brand (Apr), the consumer is more 
likely to purchase it. 


Hy, Consumers’ intentions to purchase the sponsored brand 
are greater when the ad is comparative than when it is 
noncomparative. 

Hoy: Consumers are more likely to purchase the sponsored 
brand when the ad is comparative than when it is non- 
comparative. 


Six Potential Moderating Variables 


We used three criteria to select from the many potential vari- 
ables moderating the relationship between ad format and 
consumer response. Our analysis of moderators is limited to-— 
those that (1) are theoretically relevant, (2) provide a suffi- 
cient number of effect sizes to test the relationship, and (3) 
are important to advertisers. Studies examining cognition 
provided little guidance as to what factors should moderate 
the ad format/cognition relationship.or why they do. There- 
fore, our hypothesis development is limited to attitude 
toward the brand (Ay) and intention to purchase; no 
hypotheses were developed for the cognitive dependent 
variables. The moderators are (1) the sponsored brand's 
competitive position (Iyer 1988; Mazis 1976; Pechmann and 
Stewart 1990a; Shimp and Dyer 1978), (2) the comparison 
brand's market position (Iyer 1988; Mazis 1976; Pechmann 
and Stewart 1990a; Shimp and Dyer 1978), (3) the spon- 
sored brand's relative market position (Iyer 1988; Mazis 
1976; Pechmann and Stewart 1990a; Shimp and Dyer 1978), 
(4) the comparative ad's credibility (e.g., Kavanoor, Grewal, 
and Blodgett 1997), (5) the factual content of the message 
(Iyer 1988), and (6) the nature of the dependent measure, 
that is, relative versus absolute (Miniard et al. 1993; Rose et 
al. 1993; Snyder 1992).2 


Relative market position. Market position is thought to 
moderate the relationship between ad format (comparative 
versus noncomparative), ad persuasiveness (Pechmann and 
Stewart 1991), and intent to purchase the sponsor's brand 
(Pechmann and Stewart 19902). Consumers аге more likely 
to be positively influenced in favor of a low-share sponsored 
brand when it is compared to a high-share brand than when 
it is compared to a moderate- or low-share brand. There are 
three reasons for this. First, comparing low-share brands 
with high-share brands draws interest to the advertisement 
because of the high-share brand's personal relevance to 
many more consumers (Pechmann and Stewart 19902). Sec- 
ond, comparing a low-share brand to one with a high share 
elevates the image of the brand with the lower share (Pech- 
mann and Stewart 1990а). Third, comparing a new brand 
with an established brand or the market leader may be con- 
sidered novel, receive more attention, and be perceived as 
more informative (Iyer 1988). This can result in a greater 
impact on consumers' attitudes and purchase intention. 
When the ad is noncomparative, any consideration of mar- 
ket position by consumers is based on implicit ad cues and 
should not have as great a systematic effect on their behav- 
ior as when the market share information is explicitly stated. 
Therefore, we expect that information about market position 





?Examining the main effects of these six variables is outside the 
scope of this study. 
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has a substantial positive effect on consumers' responses to 
the ad when it 1s comparative, but little or no effect when it 
is noncomparative. 

Thus, when the sponsored brand is new or fictitious, the 
relative effectiveness of comparative-advertising should be 
greatest, and when the sponsored brand 15 an established 

"brand or market leader we should notice decreases in the rel- 
ative effectiveness of comparative ads (new brands >-estab- 
lished followers > market leaders). 


Ho Consumers should have more favorable sponsored brand 
attitudes and greater purchase intentions after viewing 
comparative ads, versus noncomparative ads, when the 
sponsor's brand is new to the category than when it 15 an 
established brand or market leader. 


The comparison brand's market.position also might 
affect the influence of ad format. There is relatively little 
advantage in using a new brand as the comparison brand, 
because it is relevant to fewer consumers and is less infor- 
mative than established brands. Alternatively, established 
brands and market leaders are relevant to more consumers, 
are more informative, and are suitable targets for brand 
association strategies (new brands « established followers « 
market leaders). 


Hj: Consumers’ sponsored brand attitudes should be most 
positive and their purchase intentions greatest after view- 
ing comparative ads, versus noncomparative ads, when 
the comparison brand is the market leader The difference 
between comparative and noncomparative ads should 
decrease when the comparison brand is an established fol- 
lower, a new brand, or a fictitious brand 


Thus, sponsors with new or unfamiliar brand names аге 
likely to benefit from comparative advertising more than the 
established brands or market leaders. Conversely, when the 
sponsored brand is a market leader, it should benefit less 
from comparative advertising than will established brands 
and new brands (Pechmann and Stewart 19902, 1991). 


H5: Consumers’ sponsored brand attitudes should be more 
positive and their intentions to purchase greater after 
viewing comparative ads, versus noncomparative ads, 
when the sponsor's brand market position is less than the 
comparison brand. This effect should be attenuated when 
the sponsor's brand market position 1s greater than or 
equal to the comparison brand. 


Source credibility enhancers. Previously, we hypothe- 
sized that consumers perceive comparative ads to be less 
believable than noncomparative ads (Hg, and Hep) and that 
they induce source derogation and counterarguing. Bolster- 
ing the credibility of comparative ads should decrease con- 
sumers' tendencies to derogate the source and counterargue 
with the major claims. Enhanced source credibility should 
benefit comparative ads more than noncomparative ads, 
because the latter are inherently more believable. When 
credibility is high, comparative ads will be more persuasive 
than noncomparative ads. When credibility is low, compar- 
ative ads will be equal to or less persuasive than noncom- 
parative ads. Swinyard (1981) found that one-sided non- 
comparative claims were more acceptable to consumers 
than one-sided comparative claims. The opposite was true 
when credibility was enhanced by both sides of the claim 
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being presented. Steps to reduce or moderate the negative 
effects of source derogation and counterarguing and 
increase the effectiveness of comparative advertising rela- 
tive to noncomparative ads include (1) using two-sided mes- 
sages (Etgar and Goodwin 1982; Swinyard 1981), (2) estab- 
lishing credible sources (Gotlieb and Sarel 1991), (3) sub- 
stantiating the claim (Golden 1979), and (4) attending to the 
content of the message (Iyer 1988). 


Hiz Consumers’ attitudes toward the sponsor’s brand will be 
more positive and their purchase intentions greater after 
viewing comparative ads, versus noncomparative ads, 
when the credibility of the ad is enhanced. The relative 
effectiveness of comparative ads will decrease when the 
credibility of the ad is not enhanced. 


Message content. Another moderating factor is the mes- 
sage content of the advertisement. The credibility of a com- 
parative claim may be enhanced by including factual infor- 
mation in the content of the message (Iyer 1988). Factual 
information (i.e., information that is objective in nature) 
compared with evaluative information (1.e., information that 
is subjective in nature), elicits fewer counterarguments 
(Edell and Staelin 1983), encourages more support argu- 
ments (Edell and Staelin 1983), and enhances the visual- 
imaging abilities of consumers (Iyer 1988; Paivio 1969; 
Paivio, Yuille, and Madigan 1968). Thus, factual informa- 
tion may be perceived as more informative. Аз a result, con- 
sumers are less likely to derogate the source of the message 
and argue against the comparative claim. 


H,4: Consumers’ attitudes toward the sponsor's brand will be 
more positive and their purchase intentions greater after 
viewing comparative ads, versus noncomparative ads, 
when the message content is factual rather than evaluative 
in nature The relative effectiveness of comparative ads 
over noncomparative ads will decrease when the message 
content is evaluative. 


Relative versus nonrelative measures. Finally, Miniard 
and colleagues (1993) have alerted us to a measurement fac- 
tor that may attenuate the magnitudes of the comparative/ 
noncomparative advertising effects in previous research. 
Rose and colleagues (1993) and Miniard and colleagues 
(1993) demonstrate that a relative scale, such as *How likely 
is it that brand X is more durable than Brand Y?" produces 
larger effects than absolute scales, such as "How likely is it 
that Brand X is durable?" They hypothesize that a dependent 
measure's sensitivity to an advertising effect depends on the 
correspondence between the frame of the advertising mes- 
sage and the response frame. If the message is framed as a 
comparison between a new brand and established brand, the 
message is likely to be encoded and stored in memory in rel- 
ative terms (i.e., the sponsored brand relative to the compar- 
ison brand). Because noncomparative messages are not 
coded in relative terms, they are not encoded or stored as 
such by the targeted consumers. Likewise, the dependent 
measure can be framed in relative or absolute terms. 
Miniard and colleagues show that if the frame of the depen- 
dent measure does not correspond to the frame used in the 
message, the advertising effect may not be detected. Their 
compelling arguments are supported by empirical evidence. 
Therefore, we examine whether the relationship between the 


comparative ad frame and its effect is moderated by the way 
the dependent variable is framed (i.e., relative versus non- 
relative measures). 


Н,5. The effects of comparative advertising versus noncompar- 
ative advertising on consumers' attitude toward the spon- 
sor's brand and purchase intention should be greater when 
relative measures are used than when nonrelative mea- 
sures are used. Nonrelative dependent measures should 
attenuate the magnitude of the comparative advertising 
effect. 


Review Procedures 


Sampling Frame and Search Process 


We synthesize 22 years (1975-1996) of empirical research 
(published and not published) on the effectiveness of com- 
parative advertising. The search for relevant studies began 
with thorough computerized searches using ABI/INFORM, 
DIALOGUE, and INFOTRAC. Additionally, the search 
examined the Business Periodicals Index, ERIC documents, 
PSYCHLIT, Social Sciences Citation Index, and Disserta- 
tion Abstracts. Next, we examined all journals containing 
research on advertising. This effort included the Journal of 
Marketing, Journal of Marketing Research, Journal of Con- 
sumer Research, Journal of the Academy of Marketing Sci- 
ence, Journal of Advertising, Journal of Advertising 
Research, all journals that were referenced in the reviewed 
articles, and the proceedings from national and regional pro- 
fessional associations, including the American Marketing 
Association, Association for Consumer Research, American 
Advertising Association, and Academy of Marketing Sci- 
ence. We also examined all of the reference lists from the 
comparative advertising articles that we had collected. 
Finally, we contacted several comparative ad researchers so 
that we could obtain their unpublished working papers. The 
search produced more than 100 published and unpublished 
articles (including dissertations) on comparative advertis- 
ing. However, only 77 studies (54 published and 23 unpub- 
lished) compared comparative advertising to noncompara- 
tive advertising and provided the necessary information to 
calculate effect size estimates.3 


3The following types of articles were not included in our meta- 
analysis articles because they did not provide the necessary infor- 
mation: conceptual and/or review pieces, content and frequency 
analyses (e.g, Jackson, Brown, and Harmon 1979), those that 
examined general perceptions about comparative advertising (e.g., 
Rogers and Williams 1989), articles that did not contrast compara- 
tive and noncomparative ads (e.g., Etgar and Goodwin 1982; 
Muehling 1987), studies that made no brand comparisons (e.g , 
political advertising—see Hill (1989]—and price comparison stud- 
ies—see review by Grewal and Compeau [1992]), and studies in 
which the empirical or the conceptual domain did not provide sta- 
tistics that could be converted to d-statistic effect size We also 
excluded studies that used analyses fundamentally different from 
other studies (e.g , Pechmann and Stewart [1991] used ANOVA in 
which the total degrees of freedom was based on total number of 
ads used and not on the number of subjects) 


Effect Size Computation 


Effect size estimate is defined as an estimate of the degree 
to which the ad format/effectiveness relationship is present 
in the population of comparative advertising research. The 
term effect size refers to the sample estimate of the popula- 
tion effect regardless of the particular effect size indicator 
used (Fern and Monroe 1996). We converted the various test 
statistics (F, t, Z, chi-square) to Cohen's d following the for- 
mula suggested by Fern and"Monroe (1996) and Rosenthal 
(1984). Cohen's d is the ratio of the difference between the 
means to the pooled within-group standard deviation. The 
effect size (weighted d) was weighted using the relevant 
sample size and reliability information (see the Appendix). 
We corrected the effect sizes for attenuation due to mea- 
surement errors if a reliability estimate was available for at 
least one study for a particular dependent variable (see the 
Appendix). On the basis of the available reliability estimate 
and the number of items used in individual studies, we com- 
puted reliabilities using the Spearman-Brown formula 
(Hunter and Schmidt 1990). Thus, the rating scale measures, 
such as informativeness, ad believability, ad attitude, brand 
attitude, and purchase intentions, were corrected. 


Coding for Meta-Analysis Variables 


Some studies provide more than one effect size estimate. We 
accumulated results and calculated the average effect within 
a study when an article gave separate reports for different 
products but used the same subjects, because separate effect 
size estimates for each of the multiple products in a single 
experiment would weigh each study's contribution to the 
average effect size, proportional to the number of products 
it investigated. This procedure eliminated the disproportion- 
ate influence from studies that examined multiple products. 
When subjects or dependent variables differed, we calcu- 
lated separate effect size estimates across products. The 
independent variable used to partition studies for calculating 
the effect size estimates was ad format (comparative ad ver- 
sus noncomparative ad). Comparative ads were those that 
explicitly or implicitly compared the sponsor's brand with 
another brand in the product category—noncomparative ads 
did not. In the few studies using three ad levels (e.g., direct 
comparative, Brand X, noncomparative), we used direct 
comparative versus noncomparative ads to calculate the 
effect size estimate. The d-statistic was coded.positive 1f the 
comparative ad produced more favorable results than the 
noncomparative ad and negative otherwise. 

Moderating variables were included in our analysis 
when (1) they were theoretically justified by either previous 
empirical or conceptual articles (e.g., Etgar and Goodwin 
1977; Grossbart, Muehling, and Kangun 1986), (2) they 
were used in a least two previous studies and allowed statis- 
tical analysis, and (3) they were managerially relevant. The 
use of these criteria resulted in the six moderating variables 
discussed previously. We limit the analysis to the dependent 
variables most commonly used across studies (e.g., cogni- 
tion: message awareness, informativeness, similanty, and 
message believability; affective responses: attitude toward 
the sponsor's brand; and conation: intention to purchase the 
sponsor's brand). 


Comparative Versus Noncomparative / 7 


Analysis and Results 
Method of Analysis 


Our objective was to discover whether comparative adver- 
tising is more effective than noncomparative advertising. To 
this end, we calculated the simple average effect size esti- 
mate (d), the weighted average effect size, the standard error 
of the estimate, the 95% confidence interval (Hunter and 
Schmidt 1990), and the file drawer N, which indicates how 
robust the results are (Rosenthal 1984). If the confidence 
interval does not include zero, the effect is significant. 

The file drawer N tells us how vulnerable our analysis is 
to future null results. It also represents the number of unpub- 
lished null-effect studies (i.e., the studies that have not been 
published because of null results) that would be needed to 
bring the significant effect (1.е., the simple average d in Table 
1) down to the level of just significant. The file drawer N was 


estimated for three levels of "just significance"—.05, .10, 


and .15. For example, to bring the significant effect of ad for- 
mat on attention down to the level of just significant at a = 
.05, it would require 32 null-results to be uncovered and 
added to our analysis. In Table 1, we summarize all of this 
information. Where applicable, the reported results are cal- 
culated from effect sizes corrected for attenuation due to the 
unreliable dependent measure. Positive mean effect sizes 
indicate that the effect of comparative advertising is greater 
than that of noncomparative advertising on the dependent 
variable. Negative mean effect sizes indicate that the effect 
of noncomparative advertising is greater. 


Results of Main Effects Hypothesis Tests 


Cognitive component. Consistent with Wilkie and Far- 
ris's (1975) predictions and H}, the comparative format gen- 
erates more attention than noncomparative ads. Also, com- 
parative ads are more effective than noncomparative in 
increasing advertising message awareness (H»,), brand name 
awareness (Нур), and increased message processing (H3). 


The null effects of comparative advertising on the infor- 
mativeness of the ads (H4) and positioning, (i.e , perceived 
similarity of the sponsored brand to the comparison brand) 
(Hs) are unexpected. Before concluding that comparative 
ads are not more informative, consider that the average 
effect size is positive and the lower bound of the confidence 
interval (—.01) just barely includes zero. Arguably, compar- 
ative ads may be as informative or more informative than 
noncomparative ads depending on whether the notion of 
marginal significance is accepted. Comparative ads do not 
appear to be more effective in creating the perception that 
the sponsored brand is similar to the comparison brand. 

Source believability is less for comparative than non- 
comparative ads (Hg). This finding is consistent with the 
notion that consumers who are exposed to comparative ads 
may use source derogation as an information processing 
strategy (Belch 1981). When consumers derogate the source 
of a persuasive communication, they also may infer that the 
advertiser and the message are not credible (Hep). However, 
the negligible and nonsignificant difference in the average 
message believability is inconsistent with this explanation. 
If the source is less credible, we would expect the message 
to be less credible, unless consumers differentiate between 
these two origins of credibility. Additionally, several studies 
use fictitious sponsor brands, which should be intuitively 
less credible. Finally, the lack of difference in claim believ- 
ability might be explained by other study factors, such as the 
types of claim substantiation that were used in the research 
(e.g., Dröge 1989; Grossbart, Muehling, and Kangun 1986; 
Park, Lessig, and Lee 1990). Claim substantiation might 
enhance message believability for both comparative and 
noncomparative ads; however, the effect should be greater 
for comparative ads. We examine this possibility in our 
analysis of moderators. 


Affective component. The results indicate that compara- 
tive ads generate more negative attitudes toward the ad 
(Ну), but more favorable attitudes toward the sponsored 





TABLE 1 
Main Effects Hypothesis Tests 
9596 
Confidence 
Interval File Drawer N 
Dependent Simple Welghted Standard —— ————— 
Variables Ho N Average d ‘Average d Error LCI UCI .05 .10 15 
Attention Н; 3 .59 47 -17 13 .81 32 15 9 
Message Awareness Hoa 18 .43 .27 13 .01 .52 136 59 33 
Brand Awareness Hop 24 .38 .33 12 .09 .57 160 68 37 
Processing? На 5 Л .36 .06 .03 .29 5 0 0 
Informativeness> На 35 .21 Л .05 -.01 , .23 МС МС МС 
SImilarity Hs 23 .07 —17 .13 —.42 .09 NC NC NC 
Source Већемаб у Нва 8 —.30 –.26 ло —.45 —.07 40 16 8 
Ad Bellevabilityb Нађ 36 —.07 .01 .06 – 13 12 NC NC NC 
Ad Attitudeb Hz 20 –.30 —.28 .09 —.45 —.20 100 40 20 
Brand Attitude’ .. Hg 42 .29 .23 .05 .13 32 202 80 39 
Intentionb Hoa 47 .27 .20 .04 12 .28 207 80 38 
Омеп Behavlor Hob 6 .46 .46 .15 .16 75 48 21 12 





aEffect size is homogeneous 


bEffect size was corrected for measurement error. The uncorrected simple average d's are Informativeness (.19), ad believability (–.06), ad 


attitude (—.25), brand attitude (.26), and intention ( 25). 


Note: NC means the file drawer N was not calculated, because the 9596 confidence interval contained zero. 


LCI = lower confidence interval. UCI = upper confidence interval 
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brand (Hg), than noncomparative ads. These findings аге 
inconsistent with the affect transfer explanation 4 Perceived 
similarity to the comparison brand does not account for 
more favorable brand attitudes in comparative ads, because 
the effect of ad format on similarity is not significant. Fur- 
ther research may provide explanations for this apparent 
paradox. 


Conative component. Compared to noncomparative ads, 
comparative ads appear to increase both purchase intention 
(Нол) and purchase behavior (Нур). For many advertisers, 
the most important findings are that comparative ads influ- 
ence behavioral intentions and actual buying behavior more 
than noncomparative ads. 


The hierarchy of comparative advertising effects. It is 
not our goal to test the hierarchical model outlined in Figure 
1. However, we examined the correlations among the effect 
sizes associated with the three major constructs in the model 
to determine if it has face validity. АП of the correlations аге 
positive (ranging from .53 to .93) and, with one exception, 
significant. The relationship between message awareness 
and brand attitude has a large correlation coefficient (r — 
.93), but with only three observations, it was not significant. 


Results of Moderator Hypothesis Tests 


To determine whether the relationships uncovered in our 
analysis of main effects would be affected by other causal 
factors, we analyzed several moderator variables. The 
dependent variables for this analysis are cognition (message 
awareness, informativeness, similarity, and ad believabil- 
ity), brand attitude, and purchase intention. Note that when 
analyzing the impact of a moderator variable on a given 
dependent variable, we use all available data points (i.e., 
studies that explicitly manipulate a specific moderator as an 
independent variable provide multiple data points). The 
number of observations used in each hypothesis test varies 
because of missing data. On the basis of our hypotheses, six 
variables were coded as moderators. The results are pre- 
sented in Table 2. 


Moderator effects on cognition. As was mentioned pre- 
viously, there is little theory about the effects of moderating 
variables on the relationship between ad format and cogni- 
tive variables. Nevertheless, we tested these effects to com- 
plete our analysis; we have no hypotheses about these mod- 
erators. Because relative measures and the factual/evalua- 
tive nature of message content are not included in studies on 
cognition, we only examined the moderating effects of the 
sponsored brands’ market position, the comparison brands’ 
market position, the relative market position of the brands, 
and ad credibility enhancers (i.e., attempts to substantiate 
the message claim). 

Message awareness is greater for comparative ads when 
the comparison brand is the established brand than when it 
is the market leader. Note, however, that effect size esti- 
mates were not available when the market leader is the 
sponsored brand or when a new brand is used for the com- 
parison brand. These omissions from this research stream 


4As a reviewer noted, these studies used single ad exposures, 
and repetition may be necessary for affect transfer to occur. 


make intuitive sense, because the market leader has little to 
gain by comparing itself to an established or new brand. 
Remember that we found that comparative ad messages are 
recalled more than noncomparative messages. This disparity 
increases when relative market position is considered. When 
the sponsored brand’s relative market position is equal to or 
greater than the comparison brand’s market position, the 
comparative ad’s message awareness increases substantially 
over that of noncomparative ads. Finally, comparative ads 
create more message awareness when credibility enhancers 
are not used. Credibility enhancers may bewilder or confuse 
consumers, causing them to focus on the source or reasons 
for the credibility claim rather than on the content of the 
message (Belch 1981). 

Informativeness differs across ad formats depending on 
the levels of the sponsored brand’s market position. Appar- 
ently, consumers perceive the informativeness benefit from 
comparative ads to be greater for established sponsored 
brands than for new brands or market leaders. When the 
sponsored brand is the market leader noncomparative ads 
are perceived to be more informative than comparative ads. 
The informativeness effect size estimate is larger for estab- 
lished comparison brands than the market leader, but the 
contrast is nonsignificant. Again, there appears to be no rea- 
son to put a new brand in the role of comparison brand, and 
no effect sizes were obtained for this level. The moderating 
effect sizes of relative market position and ad credibility 
enhancers are of approximately the same magnitude and are 
not statistically significant. 

Perceived similarity between the sponsored and compar- 
ison brands is significantly greater for comparative ads 
when the sponsored brand is an established brand than when 
itis a new brand. This is not surprising, because comparison 
brands are almost always established brands, and sponsored 
brands that are established in the market are objectively 
more similar to the comparison brand Likewise, the spon- 
sored brand in comparative ads is perceived to be more sim- 
ilar to the established comparison brand than the market 
leader, but the effect is not significant. Generally, compara- 
tive ads appear to be more effective when the sponsored 
brand's relative market position is equal to or greater than 
the comparison brand's, but this effect is not statistically sig- 
nificant. Ad credibility enhancers do not moderate the ad 
format/similarity relationship. 

Ad believability does not differ significantly across dif- 
ferent levels of the sponsored brand’s market position, the 
comparison brand’s market position, or ad credibility 
enhancers. Relative market position significantly moderates 
the relationship between ad format and ad believability. For 
sponsored brands with market positions equal to or greater 
than the comparison brand, noncomparative ads are per- 
ceived to be relatively more believable than when the spon- 
sored brand’s position is less than the comparison brand’s. 


Moderator effects on brand attitude. Comparative ads 
generate more positive consumer attitudes toward the spon- 
sored brand than noncomparative ads when the sponsored 
brand 15 new to the category (Hj). This effect decreases 
when the sponsored brand is well established and reverses 
when the sponsored brand is the market leader (i.e., non- 
comparative ads are more effective than comparative ads). 
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Contrary to Hj, the difference in attitude (between compar- 
ative and noncomparative ads) toward the sponsored brand 
is most positive when the comparison brand is established in 
the product category rather than when it is the market leader. 
When the sponsored brand's market share is less than the 
comparison brand, comparative ads result in significantly 
more positive attitudes toward the sponsored brand (H,;); 
otherwise noncomparative ads result in more positive atti- 
tudes than comparative ads. These results indicate that com- 
parative advertising is most effective in enhancing the spon- 
sored brand's attitude when the sponsor is new to the cate- 
gory and the comparison brand is established in the market 
but is not the market leader. 

As we expected, enhancing the credibility of compara- 
tive ads leads to a significant increase in the favorableness 
of attitudes toward the sponsored brand (Нз). Contrary to 
Н 4, when comparative ads contain evaluative messages, 
their impact on attitudes is greater than when they are fac- 
tual. Factual information may be more informative, but it 
does not appear to influence consumers' attitudes more 
than evaluative information. This seems to suggest that 
comparative ads do not foster attribute-based attitude for- 
mation; rather, they seem to inspire an affective response. 
Stronger conclusions must await further research on these 
relationships. 

Relative attitude scales account for greater effects due to 
comparative advertising than do absolute scales. For the lat- 
ter scales, noncomparative ads generate more positive atti- 
tudes than comparative ads. According to Rose and col- 
leagues (1993) and Miniard and colleagues (1993), this 
makes sense because relative measures correspond to the 
relative nature of comparative ads, and absolute measures 
correspond to the nonrelative nature of noncomparative ads 
(H5). 

Moderator effects on intention to purchase. Contrary to 
Но, the sponsored brand's market position does not affect 
the relationship between ad format and intention to pur- 
chase. However, the comparison brand's market position 
significantly moderates the relationship between ad format 
and intention to purchase the sponsored brand (H,,). Con- 
sumers are more likely to purchase the sponsored brand 
when the comparison brand is the market leader. When the 
sponsored brand's market share is less than the comparison 
brand's, comparative ads result in significantly greater 
intention to purchase the sponsored brand than noncompar- 
ative ads do (Hj). 

Compared to noncomparative ads, comparative ads with 
enhanced credibility significantly increase intention to pur- 
chase (Нз). It was noted previously that comparative ads 
are less believable than noncomparative ads (see Table 1). 
However, purchase intention is higher when comparative 
ads are used. This inconsistency is resolved when the stud- 
ies are differentiated on the basis of credibility enhancers. 
First, the use of credibility enhancers as a partitioning vari- 
able indicates that comparative ads with enhanced credibil- 
ity are not significantly less believable than noncomparative 
ads. Second, more credible comparative ads increase the 
magnitude of the effect size, which indicates higher levels of 
intention to purchase the sponsored brand. 
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The moderating effect of message content on the rela- 
tionship between ad format and purchase intention 1s sup- 
ported. Comparative ads account for higher intention to pur- 
chase than noncomparative ads when they contain factual 
information instead of evaluative information (H,4). Appar- 
ently, factual information is more effective in enhancing 
intention to purchase, but evaluative information is more 
effective in increasing the favorableness of attitudes toward 
the sponsored brand. This seems to make sense, particularly 
if the attitudes are affect based. 

The effect of comparative advertising on intention to 
purchase is greater when the dependent variable is measured 
with relative measures than when it is measured absolutely 
(His). These results are consistent with Miniard and col- 
leagues' research and our previous findings regarding the 
effects of this moderator on brand attitude. 


Managerial Implications 


The inferences that can be drawn from our meta-analysis 
depend on the interpretation of the reported average effect 
sizes. For ease of interpretation, we converted the effect 
sizes in Table 1 to correlation coefficients (r = d / [d2 + 
4112), Most of the correlations are relatively small, ranging 
in absolute value from .10 to .23. However, low values of r 
do not mean that these findings are unimportant. Rosenthal 
and Rubin (1982) provide an intuitive and helpful way to 
interpret small effects which they call the binomial effect 
size display (BESD). We use the BESD to look at the 
increase in the effectiveness of comparative ads over non- 
comparative ads. If there are no differences due to the 
effects from the ad format used, responses to the dependent 
variables would be the same for those who view the com- 
parative ad and those who view the noncomparative ad (i.e., 
r — 0) and there would be a 50:50 chance that the compara- 
tive ad would be more effective than the noncomparative ad. 
The average correlation coefficient for message awareness 
is .23, which means that comparative ads are read by 2396 
more people than noncomparative ads (i.e., the difference in 
effectiveness is 2396). The eight managerial implications 
that follow are based on similar BESD analyses. Keep in 
mind, however, that the studies producing these effects are 
controlled experiments with single exposures to the stimu- 
lus, and the consumers' responses were measured immedi- 
ately after the stimulus materials were presented. Also, the 
number of studies used to calculate the effect sizes varies 
across independent and dependent variables. Thus, caution 
should be exercised in generalizing these findings to spe- 
cific industry applications. 


1. Message awareness (number of message points recalled) 
and brand awareness (brand name recall) are greater for 
comparative ads than for noncomparative ads, 1296 and 
16% respectively. 

. Source believability and ad attitude are negatively corre- 
lated with ad format (r = —.13 for both) which means that 
comparative advertising is 13% less believable and gener- 
ates 13% less favorable attitudes toward the ad than non- 
comparative advertising. 


3 Comparative advertising generates 22% more purchases 
than noncomparative ads. 


~ 


4. When the comparison brand 1 established, 36% more mes- 
sage points are recalled in comparative ads than noncom- 
parative ads. 

5. Comparative advertising 1s responsible for 2896 more favor- 
able attitudes toward new sponsored brands than noncom- 
parative ads are. This advantage is 5% for established spon- 
sored brands. 

6. When comparing the sponsored brand with an established 
brand, comparative ads seem to realize 2296 more favorable 
sponsored brand attitudes than noncomparative ads do. 

. Enhancing the credibility of comparative ads may increase 
the favorable attitude toward the sponsored brand 2196 
beyond that of noncomparative ads. 

. By using the market leader rather than another established 
brand as the comparison brand, intentions to purchase the 
sponsored brand may be 1796 above what would be 
expected from noncomparative ads 


~ 


oo 


In general, comparative advertising appears to be more 
effective than noncomparative advertising, particularly 
when the sponsored brand is new to the product category 
and when the comparison brand is the market leader. Appar- 
ently the advantages of comparative advertising help the 
“underdog.” The major exception appears to be that the dif- 
ference in message recall between comparative and non- 
comparative ads is greater when the sponsored brand is 
established than when the sponsor is new to the category. 


Limitations 


Meta-analyses are informative, but they have limitations, as 
well. First, our findings are based on secondary data; there- 
fore, we cannot make strong causal statements about the rela- 
tionships we have uncovered. Second, though meta-analysis 
proponents say that it is appropriate to test effects from just 
a few studies, we remain cautious. Recognizing the small n 
for some of the cognitive dependent variables (attention, pro- 
cessing, brand awareness, and source believability), we urge 
readers to be careful about drawing unwarranted conclusions 
from these results. Third, some of the moderating variables 
exhibit heterogeneous effect sizes; hence, other variables 
may account for some of the differences among these stud- 
ies. Typical of meta-analyses, there were insufficient studies 
to conduct further tests for homogeneity. Therefore, more 
complex relationships remain unexplored. Fourth, for meta- 
analysis purposes, it is assumed that the effect sizes being 
accumulated are from a homogeneous population of studies 
and that any causes of heterogeneity can be isolated and 
identified. This often is not the case (Fern and Monroe 1996). 
There are many differences across a population of studies, and 
typically ‘there are not enough observations to test for all of 
these. differences. Therefore, the effect sizes we report should 
be treated as averages and interpreted with care. 


Conclusions 


Our meta-analysis reveals that comparative ads generally 
elicit (1) more attention to the ad, (2) greater message and 
brand awareness, (3) increased information processing, (4) 
more favorable brand attitudes, and (5) increased purchase 
intentions and increased purchase behaviors. Moreover, 
comparative ads evoke lower source believability and less 


positive attitudes toward the ad. No differences were found 
for informativeness, believability of the advertised message, 
and positioning as similar to the comparison brand. 

We identify several factors that.moderate the relation- 
ship between ad format and attitude toward the sponsored 
brand and intention to purchase the sponsored brand. Those 
factors that enhance the effects of comparative advertising 
include relative market position, whether an attempt was 
made to enhance credibility, whether the message content is 
factual, and the type of scale used to measure the effect. 

With the exceptions noted previously, on average, com- 
parative advertising is more effective than noncomparative 
advertising. Moreover, this increase in effectiveness may 
translate into substantial advantages for those firms that use 
it. The analysis of moderating variables indicates that new 
brands that compare themselves to established brands bene- 
fit most from comparative advertising. Whether enhanced 
credibility is desirable depends on the advertising goal. 
Enhanced credibility has a positive effect on sponsored 
brand attitudes and intention to purchase the sponsored 
brand; however, it has a negative impact on message aware- 
ness. The differences in advertising goals should be seri- 
ously considered when deciding between comparative and 
noncomparative advertising. 


Appendix 
The F, t, z, and Chi-square values (with 1 df) were converted 
to Cohen’s d. Within cumulation was carried out when nec- 
essary. Hunter and Schmidt (1990) recommend within 
cumulation if there is replication within a study, because the 
individual effect sizes are not likely to be independent of 
each other. 

The weighted average of effect sizes D is given by 
Ze(w,*d))/Zew,, where d, is the individual effect size, w, is 
the weight associated with individual effect size. The weight 
is equal to the sample size (N,) for uncorrected effect sizes. 
If the effect size is corrected for attenuation due to unrelia- 
bility associated with the measure of dependent variable, 
then the weight is equal to N;*alpha. Effect sizes were cor- 
rected for attenuation due to unreliability by dividing the 
effect sizes with the square root of alpha. 

The confidence interval is computed around the 
weighted average effect size. It is actually a second-order 
analysis. The weighted average effect size in a given meta- 
analysis is only an estimate (even if all the currently avail- 
able studies have been included in the analysis) of the 
domain-wide population effect size. The confidence interval 
gives the range within which the domain-wide effect size 
may be found. The confidence interval is given by weighted 
average effect size +/— 1.96*standard error(Epsilon). Vari- 
ance(Epsilon) is the sampling variance divided by K (the 
number of studies cumulated) if the effect sizes are homoge- 
nous and observed variance divided by K, otherwise. 

Homogeneity is checked with the formula (K*observed 
variance) divided by sampling variance. 

The formula for file draw is K*(D — d,)/d,, where К is 
the number of studies cumulated, d is the simple average of 
individual effect sizes, and d, refers to the critical d value. 
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Because the denominator will be zero for d, = 0, that com- 
parison cannot be done. 
To do a two-group moderator analysis, the effect sizes 


were converted to г and then Z,, where Z, = .5*Log, 
([1  rV[1 — r]). Moderator procedures suggested by Rosen- 
thal (1984) were followed. 
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Thomas L. Osterhus 


Pro-Social Consumer Influence 
Strategies: When And How 
Do They Work? 


Whereas some firms embrace and successfully exploit pro-social consumer influence strategies (e.g., environ- 
mental positionings, cause-related promotions), other firms tend to downplay their effectiveness and are reluctant 
to pursue such strategies. The author's research findings reveal that important moderators, namely consumer trust 
in the marketing source and attributions of consumer responsibility, must be activated for pro-social positioning 
strategies to work. Moreover, the levels of the moderating variables appear to be critical in determining whether a 
pro-social positioning strategy achieves the intended effect or backfires, thereby jeopardizing product equity and 


market share. 


recent Gallup poll reveals that 7596 of Americans 

consider themselves to be environmentalists 

(Mackoy, Calantone, and Dróge 1995). Despite this 
dominant consumer trend, many managers and advertisers 
have grown reluctant to use environmental or other pro- 
social positionings (Polonsky 1995; Thorson, Page, and 
Moore 1995). Social norms often do not create obvious 
changes in consumer choice; moreover, the risks are high, 
accruing from two distinct sources. First, the potential for 
damaging the brand franchise increases as consumers per- 
ceive that positioning claims are exaggerated or less than 
credible (Ottman 1992; Stisser 1994). Negative press that 
uncovers an exaggerated environmental claim has been 
linked directly to decreased sales (Polonsky 1995). Further- 
more, the firm's risk of being singled out for an exaggerated 
claim is heightened with increasingly stringent standards at 
the state level (Colford 1994). Second, managers risk not 
receiving market share gains that are commensurate with the 
costs incurred for a pro-social positioning strategy. Social 
norms do not translate directly into behavioral shifts in con- 
sumer choice. Therefore, simply promoting a pro-social 
stance does not currently provide the type of guarantee that 
managers need to justify such an expense. 

Managers' reluctance to accept the risk is mirrored 
among academic researchers as well. The conspicuous 
absence of environmental issues from the Marketing Sci- 
ence Institute's list of research priorities (despite mentions 
in 1990 and 1992), coupled with few theoretical advances, 
signals marketing’s limited progress during the “Decade of 
the Environment." As the dust settles on the flurry of envi- 
ronmental positionings exploited during the early 1990s, 
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managers today yearn for more guidance, not less, on which 
type of pro-social or environmental stance is optimal 
(Berger and Kanetkar 1995; Walley and Whitehead 1994). 
Toward that end, I advance a model of how and when pro- 
social positionings are expected to influence consumer 
choice and when such positionings might backfire. 


Environmentalism as the Most Familiar Pro-Social 
Positioning 


Environmental issues have become an integral aspect of 
managers' concerns. Firms seem to be particularly con- 
cerned with environmental issues for two reasons. First, 
consumers' environmental concerns influence product offer- 
ings. This is illustrated by the fact that about 4096 of new 
household products at one time were introduced with an 
environmental claim (Humphrey 1992). In addition, a core 
market for green products could represent as much as one- 
fifth of all consumers (Ottman 1992; Stisser 1994). Indeed, 
Berger and Kanetkar (1995) suggest that environmental 
positionings are more important than are other critical attrib- 
utes, including brand name, among some consumer seg- 
ments. Environmental issues matter to at least some con- 
sumer segments, and this directly affects a firm's products 
and how they are marketed. 

Second, environmental issues permeate international, 
interfirm, and political contexts, thereby compounding the 
overall problem that managers face. For example, interest in 
environmental marketing is increasing abroad within inter- 
national contexts (Stisser 1994), even if U.S. concerns seem 
to have stabilized. As such, managers must. grapple with 
increasingly heterogeneous markets and gauge differential 
levels of consumer concern for environmental issues. 
Within interfirm contexts, supplier and channel relation- 
ships could be strained as the potential culpability of firms 
seems to extend to any part of the purchased product, 
including the environmental accountability of a firm's sup- 
pliers (Peattie and Ratnayaka 1992). Within the political 
context of increased environmental regulation, it is reason- 
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able to expect that as environmental compliance expenses 
increase (without commensurate increases in assets or 
equity), the savvy manager's temptation to squeeze out 
some consumer relations goodwill from the expense 
increases (Walley and Whitehead 1994). As pressures on 
managers mount, the common lament continues to be that 
"marketing managers can neither gauge the impact of envi- 
ronmental concern on consumer franchises nor predict the 
effects of promotion campaigns targeted toward environ- 
mentally sensitive consumers" (Berger and Kanetkar 1995, 
p. 205). As a result, the use of environmental or other pro- 
social positionings becomes a high-risk activity. In this arti- 
cle, a conceptual model targeted toward understanding and 
predicting some of the risks and rewards inherent in a pro- 
social positioning is advanced and tested. 


A Context for Model Development 


One of the primary contexts within which environmental 
positionings are prevalent is the energy industry; therefore, 
it is used as the setting for conceptual model development 
and testing. A rich research tradition on energy conservation 
behavior exists dating back to the early 1970s, sparked by 
the oil embargo's effect on gasoline supplies (Zimmer, 
Stafford, and Stafford 1994). This wealth of information 
provides an excellent springboard for model development. 
Moreover, energy industry managers seem to be skilled in 
tapping into social norms for environmentalism as they 
strategically position some of their voluntary service offer- 


ings. For example, voluntary curtailment of residential air 
conditioning has the capacity to displace the power plant 
production required to serve a medium-sized city (The 
СОВА Group 1990). Waving environmental banners and 
relinquishing only modest financial incentives, firms have 
landed millions of subscribers nationwide. These position- 
ing strategies are likely to become more important as the 
industry grapples with difficult environmental challenges 
(e.g., global warming) and at the same time responds to the 
deregulation of a massive, largely undifferentiated market. 


Theoretical Background 


The conceptual model, which is presented in Figure 1, com- 
prises three distinct perspectives. First, normative influences 
form the backbone of the model (i.e., social norms lead to 
the development of personal norms, which in turn influence 
behavior). The translation of personal norms into behavior is 
enhanced by consumer perceptions of responsibility toward 
the behavior, an awareness of the consequences of the 
behavior, and feelings of trust in the exchange partner (i.e., 
the firm). The first two of these influences are hypothesized 
to play dual roles in that they also contribute to the devel- 
opment of personal norms, much like social norms do. Sec- 
ond, behavior is hypothesized to be influenced directly by 
personal rewards and costs. Many marketing mix decisions 
are made on the basis of the effectiveness of these economic 
tools (e.g., rewards might be pricing discounts, costs might 


FIGURE 1 
Integrated Model Blending Normative, Economic, and Structural Influencesa 
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aEach hypothesis is labeled (e.g , H4) such that its position in the figure corresponds with the discussion in the text. 
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include transaction hassles). Although normative influences 
are the primary focus of the model, these direct economic 
effects must be considered explicitly. Finally, the third per- 
spective highlights the direct structural influence of social 
norms on behavior. Here, social perceptions are hypothe- 
sized to drive behavior directly, perhaps strengthened by 
perceived social sanctions related to the behavior. This 
mixed-motive model combines individualistic and structural 
influences into an integrated model of normative behavior. 

The mixed-motive perspective has a history in the psy- 
chology literature. The distinction between economic and 
normative effects has held a long-running interest in energy 
conservation research in particular and continues today in 
the interests of environmental preservation (Geller 1992). 
Not coincidentally, this literature addresses many of the 
same issues that the marketing literature does. Specifically, 
each of these two camps espouses the belief that either (1) 
economic forces are the primary drivers of behavior (e.g., 
O'Brien and Zoumbaris 1993) or (2) noneconomic forces 
are the primary drivers of behavior (e.g., Black, Stern, and 
Elworth 1985; Kempton, Darley, and Stern 1992). More 
important, researchers find support for the hypothesis that, 
having partialed out the influence of behavioral (i.e., eco- 
nomic) incentives, a residual effect remains that derives 
from socially normative sources (Batson and Shaw 1991; 
but see Cialdini 1991). Thus, normative influences could 
hold some promise for marketers seeking to broaden their 
traditional focus beyond purely economic incentives. Fur- 
thermore, mixing the two perspectives is not new. The 
model, in one sense, is conceptually similar to Fishbein and 
Azjen's (1975) framework in that social norms serve to 
influence behavior alongside closely held product attitudes, 
which ultimately leads to a combined effect on behavioral 
intentions and outcomes. What is new is the explicit focus 
on behavior and an exploration of the specific conditions 
under which marketers might expect to profit from norma- 
tively induced behavior shifts that provide an influence 
beyond traditional economic sources. Each of the three 
major perspectives subsumed within the model—norma- 
tive, economic, and structural —is reviewed in the follow- 
ing sections. 


Normative Influences 


Behavior is influenced by normative forces. In particular, 
Schwartz's (1977) model of altruistic behavior specifically 
addresses norms at social and personal levels. Schwartz's 
(1977) altruism model has been applied successfully in a 
variety of areas (Piliavin and Libby 1985/1986; Schwartz 
1977), including market helping behavior (Price, Feick, and 
Guskey 1995). In general, marketing scholars tend to down- 
play the influence of noneconomic buying criteria on choice 
(Drumwright 1994), even though some rather important 
models explicate the importance of normative influences on 
preference (e.g., Fishbein and Azjen 1975; Miniard and 
Cohen 1983). Unfortunately, these models do not discuss 
the conditions under which marketers might expect to 
observe a translation of these norms into behavior. Only 
Schwartz (1977) offers some insight into what might block 
or enhance this translation. 
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Two levels of norms are pertinent within Schwartz's 
framework (1977): broad social norms and more specific 
personal norms. Social norms are the source of personal 
norms. The internalization of a norm (i.e., adoption at a per- 
sonal level) mediates the influence of social norms on 
behavior. Conceptually, social norms are characterized by 
perceptions about the nature and content of prevailing social 
sentiments, whereas personal norms are characterized by 
notions of “what one should do about it" or “whether this 
norm should be incorporated into my own belief system." 
Moreover, the translation of personal norms into behavior is 
enhanced (i.e., strengthened, positively moderated) through 
the activation of two important variables: (1) an awareness 
of the consequences of action or inaction regarding the 
behavior (e.g., not saving energy is a waste of natural 
resources) and (2) an ascription or attribution of personal 
responsibility toward the action (e.g., “I am responsible, in 
part, for contributing to air pollution").! Personal norms are 
more likely to translate into behavior when one or more of 
these moderators is activated. Statistically, a moderator is 
interpreted as an interaction effect (e.g., personal norm x 
responsibility attribution interaction) that leads to an 
increase in behavior beyond personal norms alone. As a 
result, the moderator enhances the strength of the relation- 
ship between personal norms and behavior, making norms a 
more powerful predictor of behavior. Of the two moderating 
influences, the attribution of responsibility is thought to be 
tied more closely to the norm-behavior relationship when 
the situation is a nonemergency context (Schwartz 1977). 
Most marketing contexts, including pro-social or environ- 
mental positionings, fall into this category. 

However, Black, Stern, and Elworth (1985) find support 
for a significant departure from Schwartz's model in the 
case of environmental conservation behavior. They suggest 
that responsibility attribution and consequence awareness 
cause personal norm formation in the first place (i.e., per- 
sonal norms mediate the influence that they have on behav- 
ior). Empirically, the moderating specification has received 
support in non-energy-related, yet pro-social, applications 
(Schwartz 1977). Alternatively, the mediating role hypothe- 
sized for personal norms does not seem unreasonable in this 
context, either. The consequences of pro-social issues are 
often complex, requiring cognitive elaboration. This elabo- 
ration might be necessary to build norms, and consequences 
could play an important role in the development of a per- 
sonal norm. Furthermore, a moderating influence could be 
weak given the relative nonemergency nature of the context. 
Yet, the theoretical appeal and empirical support for 
Schwartz's original moderating specification remains diffi- 
cult to ignore. Some of the mixed support in the literature 
could stem from Black, Stern, and Elworth's (1985) reliance 
on noncausal correlation analysis, or perhaps from differ- 








lI thank a reviewer for suggesting the use of the phrase “attribu- 
tion of responsibility" instead of Schwartz's traditional “ascription 
of responsibility,” given that attribution 1s understood and used 
more commonly in the marketing literature. It is presumed that the 
intended content of the construct is not compromised in the 
translation. 


ences attributable to their use of Неја data versus Schwartz's 
experimental paradigm. Nevertheless, the literature reveals 
mixed support, and given the context, both roles seem геа- 
sonable. Therefore, I hypothesize dual roles, in which both 
a moderating and a mediated influence are expected. More- 
over, given the nonemergency context of energy conserva- 
tion behavior in particular and marketing contexts in gen- 
eral, the moderating influence of responsibility attributions 
is expected to be stronger than is that for consequence 
awareness. The hypotheses are summarized as follows: 


Ну: Social norms provide a direct influence on the formation 
of personal norms. 

Но: (a) The influence of personal norms on behavior is 
enhanced when an attribution of responsibility exists; (b) 
the influence of personal norms on behavior is enhanced 
when an awareness of the consequences for action or inac- 
tion occurs (i.e., moderating influences are expected); and 
(c) the moderating influence of responsibility attribution is 
expected to be stronger than is that for consequence aware- 
ness within a nonemergency context. 

H3: The influence of (8) responsibility attributions and (b) an 
awareness of the consequences of behavior on behavior 
itself is mediated by personal norms. This implies that 
both responsibility attribution and consequence awareness 
influence the formation of personal norms, and further- 
more, that personal norms provide a positive influence on 
behavior. 


Economic Influences 


Economic influences (alternatively termed direct behav- 
ioral incentives or egoistic influences) also wield a power- 
ful influence. This reinforcement perspective holds that 
rewards and penalties are the primary drivers of behavior. 
Geller (1992) emphasizes that effective behavior change 
requires the modification or removal of contingencies that 
reinforce nondesirable behaviors, as well as the creation of 
new response contingencies to motivate the occurrence of 
desirable behaviors. Marketers feel very much at home 
within this paradigm. It does not require the cognitive 
assumptions of Schwartz's (1977) normative model, and 
behavior (not a norm) is the primary focus. The important 
question, though, is not whether direct behavioral incen- 
tives wield influence, but rather what role exists for norma- 
tive influences when direct behavioral incentives dominate 
(1.е., the standard context for marketers). Not surprisingly, 
Schwartz (1977) proposes that the existence of nonmoral 
costs (i.e., personal, economic costs) could deflect the 
impact of personal norms on behavior. Goodmonson and 
Glaudin (1971) suggest that the influence of attitudes on 
behavior should decrease as the level of reward increases. 
So, as the strength of the reinforcement schedule increases, 
the norm-to-behavior link diminishes. Given that marketers 
are typically not known for subtle reinforcement schedules, 
it might come as no surprise that normative influences on 
behavior tend to be elusive. This view also is consistent 
with Wyer and Srull’s paradigm (1986). They suggest that 
no more information is retrieved or processed by the con- 
sumer than is needed to allow the current goal to be 
attained. Information contained within the economic stim- 
uli often suffices (e.g., lowest price, most convenient). 


Extensive search and elaborate cognitive processing (Petty 
and Caccioppo 1986) are typically not the default condition 
for consumer choice; rather, the simplest, most accessible 
route (assuming sufficiency) is preferred. For example, in 
the case of blood donation, an aversion to needles or fear of 
contracting a disease could deflect the cognitive accessing 
of norms, even if they exist. For energy conservation, per- 
ceptions of comfort loss could achieve the same effect. 
Thus, behavior is expected to be dominated by direct, eco- 
nomic forces. The -model controls for these direct influ- 
ences as follows: 


На: Personal costs or penalties decrease behavior. 
Hs: Personal benefits or rewards increase behavior. 


Structural Influence 


Finally, behavior is influenced by the structural (social) con- 
text. Here, research suggests that social norms sometimes 
influence behavior directly, without the mediating influence 
of cognitive elaboration or personal norm formation. 
Schofield (1975) finds a significant direct effect of pro- 
social norms on the commitment to volunteer, and that these 
effects occur in the absence of subjects’ awareness of the 
influence. Diffusion of energy conservation technologies 
has been shown to depend on social group membership 
(Darley and Beniger 1981). More generally, behavior tends 
to remain consistent within a social group (Childers and Rao 
1992), is influenced by social expectations and perceptions 
of visibility (Fisher and Price 1992), and has a direct effect 
on group cohesion, similarity, and centrality, net of the 
effects of other (more cognitive) bases of interpersonal 
influence (Friedkin 1993). And though there could be indi- 
vidual differences in consumer tendencies to rely on social 
cues (Bearden and Rose 1990), these cues appear to wield a 
direct effect on behavior assuming the social norm is suffi- 
ciently pervasive (e.g., visibly pervasive through "blue box” 
recycling programs [Derksen and Gartrell 1993]; as descrip- 
tive norms (Cialdini, Reno, and Kallgren 1990, Reno, Cial- 
dini, and Kallgren 1993]; as social sanction perceptions 
[Foss 1983; Hopper and Nielsen 1991]). 

In the case of environmentalism and energy conserva- 
tion (and presumably, a considerable number of marketing 
contexts in general), the visibility of behavior is usually low 
(e.g., insulation in the attic, reduced thermostat settings). So 
if a direct influence of perceived social norms exists, it prob- 
ably will need to be triggered by perceptions of strong social 
sanctions. [ndeed, marketers tap into these perceived sanc- 
tions by emphasizing a global concern for the environment, 
the welfare of future generations, and the preservation of 
natural resources. These appeals are likely to be salient and 
accessible for most people. In a sense, the visible actions of 
others could be supplanted by perceptions of imagined oth- 
ers in this case (Cooley 1902). Therefore, a direct influence 
is expected, despite low visibility of the behavior: 


Hg. Social norms have a direct influence on behavior. 
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The Influence of Trust and Credibility 


Trust in the marketing source, relating to the credibility of 
a pro-social positioning message, is hypothesized to pro- 
vide an additional boost to the translation of norms into 
choice. When consumers perceive some responsibility 
toward a behavior and a firm claims to share in that respon- 
sibility, consumer trust is expected to enhance the effect. 
Conversely, if the source is not trusted or lacks credibility, 
potential consumer backlash actually could decrease the 
behavior. Schwartz (1977) notes that a backlash is possible 
in cases in which subjects question the validity, relevance, 
or appropriateness of the request. But Schwartz (1977) does 
not pinpoint the source, content, or nature of this phenom- 
enon. The current model captures the influence as a moder- 
ating effect on attributions of responsibility, as discussed 
subsequently. 

Trust has earned a central role ın several areas in the 
marketing literature, including services marketing (Berry 
and Parasuraman 1991), commitment formation (Achrol 
1991; Morgan and Hunt 1994), buyer-seller bargaining rela- 
tionships (Dwyer, Schurr and Oh 1987; Schurr and Ozanne 
1985), and intraorganizational relationships (Moorman, 
Zaltman, and Deshpandé 1992). Berger and Kanetkar 
(1995) corroborate the importance of trust more specifically, 
finding evidence that environmentally friendly product 
attributes can increase preferences among certain consumers 
and decrease it among other groups, depending on the con- 
sumers' level of experience with environmental issues. Pre- 
sumably, experience elevates а consumer's ability to detect 
less than credible messages. Indeed, business and industry 
are cited as the least believable sources of information on 
environmental issues (Ottman 1992; Stisser 1994). Con- 
sumers can become skeptical of environmentally related 
product claims when the number of claims made increases 
substantially (Ellen, Wiener, and Cobb-Walgren 1991) or 
advertising and source credibility are in doubt (Thorson, 
Page, and Moore 1995). 

Practitioners recognize the importance of credibility and 
trust, too. Former chief executive officer of Procter & Gam- 
ble Ed Artzt has acknowledged that “our brands are increas- 
ingly affected by the image and reputation of the ... Com- 
pany ... [and affect] the way the consumer feels about our 
brands" (Ottman 1992, p. 25). Blood banks find that trust 
affects donation levels, particularly among consumers who 
do not typically donate (Andaleeb and Basu 1995). Like- 





?For ease of presentation and model clarity, a single comprehen- 
sive model is presented. However, the research actually is com- 
posed of two data collection phases. The first phase did not hypoth- 
esize the trust influence, and data were not collected for the trust 
construct until the first phase was completed. The need for the 
trust/credibility moderator was discovered when the negative influ- 
ence of personal norms on behavior was found. Theoretically, the 
influence of personal norms on behavior might have been statisti- 
cally zero, but the average negative influence of norms on behav- 
ior was surprising and unanticipated From this, the interaction 
with the trust construct was hypothesized, a scale was pretested 
and administered, and the respondent sample from Phase 1 was 
recontacted for inclusion in the Phase II study. 
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wise, electric utility managers realize that some consumers 
might question whether a utility really acts in the best inter- 
ests of the environment or is simply profiting from a pro- 
environmental sentiment. The hypothesis follows: 


Ну: Trust/credibility is expected to moderate the moderating 
influence of attributions of responsibility on the translation 
of personal norms into behavior. That is, a three-way inter- 
action is expected in which (a) the effect of personal norms 
on behavior is expected to be enhanced by trust, provided 
that a sufficiently high level of responsibility attribution 
toward the behavior also exists, and (b) for low trust lev- 
els, a decrease in the translation of personal norms into 
behavior is expected. 


Methodology 


Sampling Frame and Context 


Following Wiener and Doescher (1994), one of the most 
consequential energy conservation programs promoted by 
electric utilities, called electric load control, was chosen as 
the context within which to test the model (for examples of 
types of programs, see Kasulis, Huettner, and Dikeman 
1981; McDougall et al. 1981). Applied to air conditioning 
units, the service offering typically provides nominal 
monthly incentives to consumers ($4 to $10 monthly credit 
in the summer) to reduce levels of air conditioner use vol- 
untarily during times of peak electrical demand (e.g., hot 
summer afternoons). More important, consumer choice 
appears to be influenced by a blend of direct behavioral 
influences (e.g., financial incentive, loss of comfort), nor- 
mative influences (e.g., personal norms, responsibility, con- 
sequences), and structural influences (e.g., perceived social 
sanctions, saving for future generations, observing a neigh- 
bor's participation). 

А Midwestern U.S. population was the setting for the 
study, composed of approximately 600,000 households in 
rural, urban, and suburban neighborhoods. Consumer sam- 
ple was obtained through random-digit dialing among 
households and from the electric utility's record of house- 
holds inquiring about the program. The data collection 
process consisted of a telephone pre-recruit/mail-out 
method with paper questionnaires, randomly sampling less 
than 146 of the population (n = 1700). Nonrespondents were 
reissued the questionnaire after two weeks. This approach 
netted a response rate of 66% (n = 1128 of 1700 sent) for 
Phase I and 71% (n = 798 of 1128 sent) for Phase II. (Phase 
I includes all data items except the ones for the trust con- 
struct; Phase II refers to the subsequent study in which the 
same respondents were recontacted to obtain responses for 
the trust items; see footnote 2.) 


Measures and Survey Instrument 


Behavior is the major dependent variable. Four increasingly 
less comfortable levels of participation in the program are 
available as options, ranging from having the central air 
conditioner interrupted 4096 to 10096 of the time. Con- 
sumers who chose not to participate in the program were 
scored as zero for the dependent variable, and participants 
were scored as follows: An ordinally scaled 1, 2, 3, or 4 was 


recorded if the participant opted for the 40%, 5596, 6796, ог 
100% cycled-off option, respectively. 

The independent measures are as follows. The attrac- 
tiveness of the financial credit is taken as the primary per- 
sonal benefit. The personal cost measure is the loss of con- 
trol over the appliance. Although the primary personal cost 
could be perceived as comfort loss, the loss of control over 
the appliance also can reflect other costs such as percep- 
tions that participation would jeopardize the consumers' 
health and indoor air quality or that the air conditioning unit 
itself might be damaged. The measures developed for per- 
sonal norms, attributions of responsibility, and an aware- 
ness of consequences closely follow measures used else- 
where in the literature (Black, Stern, and Elworth 1985; 
Schwartz 1977; Stern 1992). Pretesting was conducted 
within the same population but using a different sample. 
Following Piliavin and Libby (1985/1986), log transforms 
were applied to the items, given the moderately skewed, 
non-normal distributions typically observed in pro-social, 
normative statements (i.e., a tendency to agree readily). For 
the second phase of the study (i.e., data collection for the 
trust items), the same subjects were recontacted through a 
mail-out survey. However, scale pretesting in this case 
involved using a convenience sample of graduate students 
and colleagues. A final list of seven items was used for data 
collection and a core set of three items adopted for the 
analysis (following Anderson and Gerbing 1988). Fewer 
items and the creation of subscales are preferable in this 
case for reasons that become apparent subsequently (also 
see Appendix A). 


Results 


Confirmatory Factor Analysis 


In Table 1, I display the items, reliability values, and results 
of confirmatory factor analysis, using LISREL 7 (SPSS, Inc. 
1993). Subscales are identified for some measures in which 
an item is omitted, along with the change in the reliability 
values. It is desirable to pare down the number of items 
used, given the number of constructs that are specified in the 
model and the need to derive an asymptotic covariance 
weight matrix. This need arises because an inspection of the 
item distributions reveals moderate levels of normality vio- 
lation, even after log transformations are applied to the 
items. To accommodate the normality violation, Browne 
(1984) suggests that generalized weighted least squares esti- 
mation is appropriate, resulting in asymptotically distribu- 
tion-free estimates. The weights that were applied include a 
calculation of fourth order central moments, requiring large 
data sets and a large sample size-to-item ratio (Joreskog 
and Sórbom 1989, p. 23). The number of items had to be 
minimized; therefore, just the core part of the construct was 
used, but reliability and internal consistency were not com- 
promised in the process. The analysis is conducted on a cor- 
relation matrix, given that the metric in this case has no intu- 
itive meaning for the scales (i.e., log transforms of attitudi- 
nal constructs). Following Muthen (1984), PRELIS (SPSS, 
Inc. 1993) calculated the correct polychoric correlation 
coefficients for ordinally scaled items prior to the applica- 


tion of the estimation procedure. A conservative factor load- 
ing of .95 was assumed in the case of the dependent partic- 
ipation variable, as the firm's record-keeping activities 
oceasionally were found to be in error (recommended by 
Sorbom and Jóreskog 1982). Listwise deletion of cases also 
was applied, thereby removing cases with any missing 
values. 

The results of confirmatory factor analysis to assess the 
measurement model reveal that each of the items loads sig- 
nificantly.3 The t-values are significant across all items, and 
the fit seems adequate. For all constructs (excluding 
TRUST), Х213 = 497.23 (p < .001), goodness-of-fit index 
(GHI) = .977, adjusted goodness-of-fit index (AGFT) = .966, 
and root mean square error of approximation (RMSEA) = 
.053. Given that 18 items are used in the analysis and that 
moderate non-normality exists (albeit corrected through the 
application of asymptotic covariance weights), the inflated 
x2 is not surprising. Had normality been assumed for the 
data (ї.е., the asymptotic covariance weights not applied), а 
slightly elevated fit statistic would have occurred (213: = 
547.40, p < .001, GFI = .942, АСЕ = .917, RMSEA = .056), 
which provides some support that the consequence of the 
violation is not severe. Hence, convergent validity is estab- 
lished and the fit enhanced by attending to the normality 
violations. Research into whether maximum likelihood esti- 
mates, their standard errors, and the Chi-square statistic in 
Structural equation models tend to be robust against normal- 
ity violations has received mixed support in the past (e.g., 
see Anderson and Gerbing 1988; Bollen 1989; Browne 
1984; Ping 1995); however, the findings from this study 
appear to support its robustness. 

Discriminant validity is evident for the construct pairs as 
well. Inspection of the correlation matrix and standard errors 
reveals that none of the correlations are within two standard 
errors of 1.0, which would indicate that similar constructs 
were being tapped. The smallest t-value among all construct 
pairs is t — 7.28 for the CONSEQUENCES/ PERSONAL 
NORM pair. Discriminant validity is supported further 
through model comparisons with $ freed versus fixed at 1.0 
forconstruct pairs. All changes in X? are significant at a .01 
level, which indicates that improved fits are obtained by 
separating the constructs. However, the substantial power 
gained through the large sample size could contribute to an 
artificia] sense of discriminant.security. Applying Fornell 
and Larcker's (1981) test of average trait variance extracted 
(which is less sensitive to sample size), all of the construct 
pairs demonstrate that the average variance extracted from 
the traits exceeds the square of the structural link between 
the two constructs. However, if both CONSEQUENCES 
and PERSONAL NORM are assumed to be exogenous (i.e., 


3The confirmatory analysis of the construct measuring trust is 
analyzed separately for two reasons: First, given the two-wave 
nature of data collection, trust items were collected at a different 
time from the other items, albeit within the same sample, and sec- 
ond, at least one construct had to be excluded from an overall con- 
firmatory analysis because insufficient sample (relative to the 
number of items) precludes derivation of the asymptotic covari- 
ance weight matrix. 
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TABLE 1 
Constructs, Rellabilities, and Confirmatory Factor Analysis 





Rellability (alpha) 

















Full Sub- Load- 
CONSTRUCTS Scale Scalea ing t-Value 
Personal Cost/Loss of Control over Appliance (COST) .83 .78 Subscale (In)b 
1) ! couldn't accept any restriction on the amount of 
electric power used in my household at any time. 77 МА 
2) Letting the electric company limit the amount of use 
of electricity would interfere with the comfort of our home. 80 31.34 
3) | wouldn't want to put up with worrying about when the 
electric company might want me to limit my use of 
electricity. .83 30.20 


Personal Beneflt/Attractiveness of the Financial Credit 
(REWARD) .84 .81 Subscale (in) 
1) The bill credit we would receive each month in the 
summer 15 a sufficient incentive to participate in the 


(Program). .87 МА 
2) The incentive offered by the (Utility Program) is a very 
attractive feature of the program. .85 30.17 
Personal Norm (PERSONAL NORM) .78 75 Subscale (in) 
1) 1 feel an obligation to save energy where possible. .85 41.99 
2) | should do what | can to conserve natural resources. .80 49.90 
3) | feel | must do something to help future generations. .84 МА 
4) | feel a strong personal obligation to use energy wisely. — — 
Social Norm Toward Environment (SOCIAL NORM) .70 .67 Subscale (Іл) · 
1) Much more fuss is being made about air pollution than 
is really justified (reversed). .61 МА 
2) Мага! resources must be preserved even if people 
must do without some products. .67 18.77 
3) We're very concerned about the environmental effects 
of air pollution caused by electricity-generating plants. .68 18.09 
4) Pollution doesn't really affect my life (reversed). .61 18.96 


5) It's important to limit our use of electricity to help save 
resources for future generations. — — 


Attribution of Responsibility (RESPONSIBILITY) 75 76 Subscale (in) 
1) Overconsumption by individuals has contnbuted to this 
country's energy problem. .80 NA 
2) More conservation of energy by individual households 
would greatly alleviate the energy problem. .67 24.27 
3) Overconsumption by individual households has 
contributed to the country's energy problem. .87 33.43 


4) A large amount of energy is wasted in America by 
individuals who overcool (or overheat) their homes. — — 


Awareness of Consequences (CONSEQUENCES) .80 .84 Subscale (In) 
1) The (Utility Program) helps the environment. .93 МА 
2) The (Utility Program] helps preserve clean air. .85 53.42 
3) Participating in the (Utility Program) will help future 
generations. .86 61.26 
4) The {Utility Program) postpones the need to build new 
power plants. = = 
Trust In Source’s Position Toward Environment (TRUST) 82 .86 Subscale (In) Full Scale (In)¢ 
1) | trust {Utility Name} to act in the best interest of the 
environment. .88 NA .87 NA 
2) (Utility Name) generally does what is right in order to 
protect the environment. .86 28.12 .89 38.69 
3) | think (Utility Мате) does all that it can to help protect 
the environment. .80 29.43 .87 41.71 
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4) Currently, (Utility Name) is effective in its efforts to help 
protect the environment. 

5) (Utility Name) should be doing more to help protect the 
environment (reversed). 

6) (Utility Мате) needs to clean up its power plants before 
it asks me to clean up the environment (reversed). 

7) (Utility Name] is not concerned with protecting the 
environment (reversed). 


— — 82 34.02 
— — .56 16.91 
xx m .38 10.50 
= — 73 24.50 


RR 
aFull scale and subscale reliabllittes are provided Deleted tems are represented with dashes instead of a loading value. Subscales аге log 


transforms. Item responses use a 7-point agreement scale. 


bInsufficient sample exists for a completely inclusive factor analysis (1 e., too many items to derive asymptotic covariance weights for non-nor- 
malty correction); so, the TRUST construct is analyzed separately, which serves to reinforce the fact that these data were collected dunng the 
study's second phase (2132 = 497.23, p < .001, АДА! = .96, RMSEA = .053, with TRUST excluded). 

cFor TRUST, the subscale x2 has no degrees of freedom with three items retained For the full scale, 214 = 164.5 (p < .001), АДА! = .94, RMSEA 


= 104 


using the ф parameter instead of the structural link), the clar- 
ity of construct separation becomes marginal in this case.* 


Model Testing 


Before model testing began, several procedural considera- 
tions were warranted, given that non-normality would be 
handled explicitly (detailed in Appendix A). In short, the 
result of these considerations is that moderating effects are 
tested most appropriately using partially aggregated scales 
in this case. A partial aggregation model is useful when a 
researcher wishes to account for measurement error explic- 
itly or the number of items or sample is large (Bagozzi and 
Heatherton 1994). Both conditions apply to the current con- 
text.5 Operationally, partial aggregation refers to the sum- 
ming of items that compose a construct to form a single, 
aggregate scale for the whole construct. The error variance 
is fixed at 1 — reliability and testing proceeds as usual. Tests 
are conducted as follows: Main effects are tested first using 
the disaggregated scales (i.e., each item representing itself, 
not summed) because sufficient sample exists to derive the 
asymptotic covariance weight matrix for main effects analy- 
sis. Next, moderating effects are tested using the partially 
aggregated scales because the asymptotic weights cannot be 
denved when the sample is split for split group testing (see 





4The single possible exception to these findings is the tenuous 
construct separation between CONSEQUENCES and PERSONAL 
NORM. Although clear discriminant validity exists for the two 
constructs by following Fornell and Larcker’s (1981) specification 
as applied to the structural link between the two constructs (i.e., Y), 
application of the test to the ф parameter (i e., treating both vari- 
ables as exogenous constructs) reveals marginal support for con- 
struct separation. In this case, the amount of trait variance 
extracted between the two 1s .732, which approaches, but does not 
exceed, the square of the correlation coefficient ($2 = .8692 = .755). 
And given that Fornell and Larcker (1981) state that the interpre- 
tation of the test statistics are subjective, the possibility of a mar- 
ginal separation of the constructs is noted here. 

5[nterestingly, two important effects occur in the switch to par- 
ually aggregated scales. First, the comparative fit indices (Bentler 
1990) lose relevance, because the base model has no degrees of 
freedom and comparative tests incorporating degrees of freedom 
are not defined. Fortunately, the second effect 1s that the chi- 
squared fit statistic 1s no longer subject to inflation from measure- 
ment error, and its value more directly reflects the fit represented 
in the structural equations alone. Here, the p-value associated with 
the chi-squared statistic becomes more directly interpretable, and 
the need for comparative fit indices decreases. 














TABLE 2 
Main Effects Results (Using Disaggregated Scales)t 
Dependent Variables 
PERSONAL NORM BEHAVIOR 
beta beta 
Predictors (standard error) (standard error) 
CONSEQUENCES .71 (.037)* 
RESPONSIBILITY —.03 (.049) 
SOCIAL NORM .36 (.048)* —.09 (.090) 
COST —.56 (.057)* 
REWARD .20 (.046)* 
PERSONAL NORM —.08 (.073) 
*p« 05. 
Х213в = 541.4 (p < 001; GFI = .975; АДЕ! = .964, RMSEA = .055; 
CFI = .900). 


tDisaggregated scales retain the full complement of items, whereas 
partially aggregated scales add the items together to form a single 
composite scale for which the error variance is fixed at 1 — reliability. 


Appendix A for more detail). Thus, the hypotheses are tested 
by addressing main effects first (Hi, Нз,, Нзь, На, Hs, Hg), 
followed by moderating effects (H2,, Hap, H20 Нја Hb). 


Main Effects Tests 


Main effects results are presented in Table 2. Overall, the 
results reveal а Х2136 = 541.4 (р < .001; GFI = .975; АСЕ = 
.964; RMSEA = .055; comparative fit index (CFI) = .900). 
Н, which predicts that SOCIAL NORMS influence the for- 
mation of PERSONAL NORMS, is supported (b = .36; t = 
10.65). Нз, predicts that RESPONSIBILITY’s influence on 
BEHAVIOR is mediated by PERSONAL NORMS. This 
requires that RESPONSIBILITY must first provide a signif- 
icant influence on PERSONAL NORM, but this prediction 
is not supported (b = —.03; t = .55). На predicts that CON- 
SEQUENCES’ influence on BEHAVIOR is mediated by 
PERSONAL NORMS. In this case, support does exist (b = 
71; t = 17.82). However, a complete test of this hypothesis 
also requires that PERSONAL NORMS influence BEHAV- 
IOR, requiring a complete inspection of possible moderat- 
ing effects (reviewed subsequently). In summary, H3p 
receives support (for CONSEQUENCES), but not H3, (for 
RESPONSIBILITY). Moreover, note the preliminary non- 
significant main effect finding of PERSONAL NORM on 
BEHAVIOR (b = —08; t = —1.33) as well as the negative 
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TABLE 3 
Results for Moderating Effects (Using Partially Aggregated Scales) 





Significant parameter estimates are comparable to 
Table 2 results. 


Dependent Variables 


PERSONAL NORM BEHAVIOR 
beta beta 

Predictors (standard error) (standard error) 
CONSEQUENCES .66 (.054)* 
RESPONSIBILITY — 
SOCIAL NORM .30 (.074)* — 
COST —.46 (.044)* 
REWARD .21 (.055)* 
PERSONAL NORM —.06 (.044) 


x2s = 14.08 (р = .029; GFI = .997; AGFI = .986; RMSEA = 
.038). 


RESPONSIBILITY is а signiflcant moderator, but not 
CONSEQUENCES. 


RESPONSIBILITY Moderating Effectt 

Restricted 1247 = 51.65 AX? = 9.65 (p < .005)* 
Freed 1216 = 42.12 

PERSONAL NORM x RESPONSIBILITY interaction 
supported. 


CONSEQUENCES Moderating Effect 


Restrictedt Х217 = 39.69 472. = .95 (р > .50) 
Freed 1216 = 38.74 

PERSONAL NORM x CONSEQUENCES interaction not 
supported. 








*p « .05. 


tRestncted refers to the restriction of the beta coefficient to be equal between the high and low moderator groups; the freed condition relaxes 


this constraint. 


+The nature of the parameter estimate magnitude and direction vanes with the level of the moderator as follows: For the low RESPONSIBILITY 
segment, DPERSONAL NORM to BEHAVIOR = ~-10 (t = —2 05). For the high RESPONSIBILITY segment, b PERSONAL NORM to BEHAVIOR = -09 (t = 2.04). 


directionality of the parameter estimate. H4, which predicts 
that personal COST negatively influences BEHAVIOR, is 
supported (b = —.56; t = 13.44). Hs, which predicts that per- 
sonal REWARD positively influences BEHAVIOR, is also 
supported (b = .20; t= 5.22). Finally, Hg, which predicts that 
SOCIAL NORM has a direct influence on BEHAVIOR, is 
not supported (b = –.09; t = —1.88). 


Moderator Tests 


Moderators were tested using partially aggregated scales 
(see Appendix A for details). Results are presented in Table 
3. Given the lack of support for Hg and the nonsignificance 
of RESPONSIBILITY in H3, these two parameter specifi- 
cations were excluded from the moderator tests in order to 
remain consistent with the main effects findings. Overall, 
the parameter values for the main effects tests are compara- 
ble to these model results that use partially aggregated 
scales (i.e., compare Tables 2 and 3). The moderating effects 
of RESPONSIBILITY and CONSEQUENCES were tested 
using high versus low median splits of the variables and 
observing the relative change in model fit. A significant 
interaction effect exists 1f the change in the Y? value is sig- 
nificant. For the high versus low RESPONSIBILITY 
groups, the restricted model (i.e., constraining the PER- 
SONAL NORM/ BEHAVIOR parameter to be equal) yields 


6It was precisely this observation (i.e., that higher levels of per- 
sonal norms actually might decrease the probability of program 
participation) that led to the development of the trust hypothesis 
and the second phase of the study. What 15 most interesting is that 
the net effect of sample heterogeneity (i.e., where some segments 
respond positively to the marketing source and some segments 
respond negatively) appears to wash out the significance of PER- 
SONAL NORM. That is, ignoring the moderating influences of 
RESPONSIBILITY and TRUST leads to the premature, and pre- 
sumably common, conclusion that normative influences do not 
affect consumer choice. 
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X217 = 51.65 (р < .001; GFI = .985), the nonrestricted model 
(i.e., permitting the PERSONAL NORM/ BEHAVIOR para- 
meter to vary between the two groups or samples) yields 
126 = 42.12 (p < .001; GHI = .987), and the difference 
between the two models supports the moderating influence 
of RESPONSIBILITY on the PERSONAL NORM to 
BEHAVIOR relationship (x2, = 9.65; p < .005). Further- 
more, the nature of the moderating influence of RESPON- 
SIBILITY increases the PERSONAL NORM to BEHAV- 
IOR relationship for the high RESPONSIBILITY group to a 
significant level (b = .09; t = 2.04). Therefore, Hz, is sup- 
ported. In addition, Нз, receives support through the signif- 
icant parameter estimate linking PERSONAL NORMS to 
BEHAVIOR. Finally, though not predicted, note that for the 
low RESPONSIBILITY group, the influence of PER- 
SONAL NORM on BEHAVIOR is significant, but negative 
(6 = –.10; t = 2.05). 

For CONSEQUENCES (На), the restricted model 
yields x2,; = 39.69 (p < .001; GFI = .994), the nonrestricted 
model yields 21 = 38.74 (p < .001; GFI = .994), and the 
difference between the two models is not significant (x2, = 
.95; p > .50), which provides no support for Hp. Finally, Ha, 
predicts that the moderating effect of RESPONSIBILITY is 
greater than that for CONSEQUENCES. Given the signifi- 
cant finding for RESPONSIBILITY and the nonsignificant 
finding for CONSEQUENCES, Но, is supported. 


Trust-Moderated Effects 


Given that H; requires a test of a three-way interaction, a 
four-group specification was necessary. Briefly, the predic- 
tion (H;,) is that the effect of personal norms on behavior is 
expected to be significantly positive among those consumers 
with high trust in the marketing source and high levels of 
responsibility attributions; and for low trust levels (Нь), a 
decrease in the translation of personal norms into behavior is 
expected. Because four separate groups must be created for 


testing the hypotheses, substantially decreasing the sample 
size, the derivation of the asymptotic covariance weights no 
longer can be obtained, even with the partially aggregated 
scales (see Appendix A for details). The main price to be paid 
for ignoring these weights lies in a weaker fit index, which 
makes detection of the three-way interaction more difficult. 
Also, the non-normality penalty is mitigated through scale 
aggregation (ie., aggregated scales exhibit increased nor- 
mality by virtue of the averaging or aggregation process, 
analogous to the induced normality characteristic of repeated 
samples in the central limit theorem). 

Results are presented in Table 4. In the low TRUST 
group (H+), the restricted model yields Х27 = 43.19 (p < 
.001; GFI = .950), the nonrestricted model yields X216 = 
42.88 (p « .001; СЕ! = .950), and the difference between the 
two models is not significant (x2, = .31; p > .50). Moreover, 
the PERSONAL NORM/BEHAVIOR parameter is not sig- 
nificant for the low TRUST group (b = –.13; t = —1.86), so 
no support is provided for Hy. Within the high TRUST 
group (H;,), directional (but nonsignificant) support exists 
for the three-way interaction. Here, the restricted parameter 
model yields %2,7 = 19.89 (p = .28; GFI = .985), the nonre- 
stricted model yields 216 = 17.23 (р = .37; GFI = .988), and 
the difference between the two models is not significant (x7; 
= 2.66; p = .11). 

However, given that field studies often suffer from 
restricted range problems on the independent variables, the 
same analysis was conducted using upper- and lower-third 


splits on TRUST. An inability to manipulate variables 
within this context arguably limits the power to detect two- 
way interactions, much less three-way effects. Moreover, 
relying on consumer perceptions of a single firm limits the 
possible variance in trust and/or mistrust. Upper-third versus 
lower-third splits on TRUST (using the same median split 
for RESPONSIBILITY) do provide support for H}, as fol- 
lows: Within the upper-third TRUST, high RESPONSIBIL- 
ITY group, the parameter estimate for the PERSONAL 
NORM to BEHAVIOR relationship supports the predicted 
influence (b = .22; t = 2.00). Interestingly, for the low 
RESPONSIBILITY, high TRUST group the PERSONAL 
NORM/ BEHAVIOR parameter is negative but not signifi- 
cant (b = —.19; t = —1.52). 

To provide additional insight into the nature of the three- 
way interaction, the analogous ANOVA results are presented 
in Table 5. The results present only direct influences on 
BEHAVIOR. CONSEQUENCES is not used here because 
its influence is masked, or mediated, by PERSONAL 
NORM; therefore, including PERSONAL NORM and 
excluding CONSEQUENCES is sufficient. Two observa- 
tions are of interest: First, the relative contribution of PER- 
SONAL NORM is approximately comparable to the contri- 
butions from REWARD and COST. Second, the influence of 
PERSONAL NORM varies as the level of the moderators 
change. On average, higher levels of RESPONSIBILITY 
decrease the translation of PERSONAL NORM into 


TABLE 4 
Testing the Moderating Influence of TRUST (Using Partially Aggregated Scales) 


Median splits on RESPONSIBILITY and TRUST 


Low TRUST Segment High TRUST Segment 
Restricted* x217 = 43.19 Restricted” 7217 = 19.89 
Freed 1216 = 42.88 Freed 12416 = 17.23 


А24 = .31 (p > .50) 
No support for interaction. 


Ау2 = 2.66 (p = .11) 
No support for interaction. 


Median split on RESPONSIBILITY and upper-third 
versus lower-third split on TRUST 


Low TRUST Segment High TRUST Segmentt 
Restricted' x217 = 35.45 Restricted” X217 = 31.91 
Freed Y?16 = 35.43 Freed X*16 = 25.44 


АХ24 = .02 (p > .50) 
No support for interaction. 


А2; = 6.47 (p < .02) 
Interaction is supported. 


a o M ———— 
"Restncted refers to the restriction of the beta coefficient to be equal between the high and low moderator groups; the freed condition relaxes 


this constraint. 


+The nature of the parameter estimate magnitude and direction again varies with the level of the moderator. Within the high TRUST group, the 
low RESPONSIBILITY segment D PERSONAL NORM to BEHAVIOR = —.19 (t = -1 .52) апа ће high RESPONSIBILITY group D PERSONAL NORM to BEHAV- 


(on = -22 (t = 2.00). 


TABLE 5 
ANOVA Results* 
_____________________ —— SSS 
Dependent Variable 
BEHAVIOR 
Predictors beta (standard error) t p 
Intercept 69 (.249) 2.76 .0060 
COST —62 (.095) —6.47 .0001 
REWARD .53 (.091) 5.82 .0001 
PERSONAL NORM .60 (.180) 3.31 .0010 
PERSONAL NORM*RESPONSIBILITY —36 (.088) —4.07 .0001 
PERSONAL NORM*RESPONSIBILITY*TRUST 18 (.016) 11.38 .0001 


F57gg = 68.2 (р < .001). 


"Analysis omits the effect of SOCIAL NORMS because this influence Is mediated by PERSONAL NORMS in this context. 
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BEHAVIOR unless a TRUST in the marketing source is also 
present. 


Discussion 

The results demonstrate that normative influences do not 
automatically translate into behavior. Important moderating 
conditions must be taken into consideration. Ignoring these 
moderators (which cause both positive and negative effects 
on behavior that average to zero) leads to the premature, and 
erroneous, conclusion that norms do not contribute to con- 
sumer choice decisions. Responsibility attributions can trig- 
ger the translation, apparently in two directions: High 
responsibility attributions increase the chance that personal 
norms will influence behavior, as expected; conversely, low 
responsibility attributions decrease the translation of per- 
sonal norms into behavior. Moreover, trust plays an impor- 
tant role here. Trust alone, in this context, does not appear to 
be a primary driver in the translation of norms into behavior. 
However, conducting the same analysis in a context in 
which the source is more mistrusted or more variance in 
trust exists could yield significant findings. In this study, the 
importance of trust lies in its interaction with responsibility 
attributions and norms. Ап additional boost to the translation 
of norms occurs when consumers maintain high levels of 
both trust and responsibility. With these moderating condi- 
tions, normative forces rival economic forces in terms of 
their contributions to consumer choice behavior. The rela- 
tive parity between these forces when these moderators are 
explicated is surprising (i.e., compare parameter estimates in 
Table 5 for COST, REWARD, and PERSONAL NORM). 
This blending of normative and economic influences 
appears to form a solid foundation for pro-social positioning 
strategies that strive to tap into social norms. With minimal 
differentiation opportunity in a product category, these 
strategies could wield significant market power. 

Although the benefits are appealing, the risks are com- 
plex. The first two are discussed previously: (1) consumer 
responsibility attributions could be low and (2) trust in the 
firm could be too low. This study finds support for the first 
of these and cautions against overlooking the second (given 
the lack of pervasive mistrust in this context). A third risk 
also emerges with directional but nonsignificant (and not 
originally hypothesized) support for consumers with high 
trust but low responsibility attributions. The shift from a sig- 
nificantly positive influence (high trust, high responsibility) 
to a strong directionally negative influence (high trust, low 
responsibility) is dramatic. A slightly positive, or even neu- 
tral, effect might be expected, but the strong negative effect 
is curious. Perhaps consumers maintain norms toward the 
behavior, but perceive that this exchange venue is not an 
appropriate one for expressing those norms. Or consumers 
could perceive that money could be spent better by lowering 
the price. Or consumers could attach some self-identity to 
the firm's product, which is challenged in part by the firm's 
pro-social stance. It could be that consumers deem the issue 
to be important but do not perceive the issue to be within the 
domain of the firms' concerns. In the context explored here, 
marketing staff members were aware of consumer percep- 
tions regarding the firm's role in pollution mitigation and, in 
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part, these perceptions may account for the finding. In sum- 
mary, the findings suggest that firms that nurture and build 
consumer trust stand poised to reap the dividends of norma- 
tive influences. However, establishing an inappropriate fit of 
corporate versus consumer perceptions of responsibility 
could result in damage to the brand, even if high trust levels 
are achieved. 

The hypothesized structural influence does not affect 
consumer choice in this context. The nonsignificance could 
be attributable to the lack of visibility of energy conservation 
behaviors. Visibility has been found to moderate structural 
influences in other contexts (Dahab, Gentry and Su 1995; 
Derksen and Gartrell 1993). Alternatively, the strength of the 
perceived social sanction for not participating could be lower 
than anticipated, additionally mitigating the direct influence. 
Indeed, a variety of sources suggest that structural influences 
might require behavior to be observable and/or prevalent 
(Cialdini, Reno, and Kallgren 1990; Friedkin 1993; 
Schofield 1975; Wiener and Doescher 1994). The context 
explored here may fail on both accounts. Air conditioning 
units are typically not visible, and the prevalence of the 
behavior currently is reflected in modest levels of participa- 
tion, so perhaps these findings should come as no surprise. 

In addition, the lack of a significant moderating influ- 
ence for consequence awareness warrants exploration. 
Although responsibility attributions were hypothesized to 
play a dual role, the lack of a mediated influence through 
personal norms is not troublesome in light of the theoretical 
appeal of Schwartz's (1977) original specification. Further- 
more, the relative moderating strength of responsibility attri- 
butions over that of consequence awareness lends additional 
support to Schwartz's (1977) model, given the nonemer- 
gency context. But a dual role also was hypothesized for 
consequence awareness, yet only a mediated role was found. 
Three explanations are possible. First, this finding could be 
context specific, existing only in energy conservation set- 
tings. Second, the urgency of the consequences could repre- 
sent the core of the moderating influence. As such, it might 
be the urgency (i.e., immediacy), and not the consequences 
themselves, that trigger behavior. The consequences them- 
selves may contribute to the development of, and be medi- 
ated by, personal norms. And third, given the close associa- 
tion between consequence awareness and personal norms 
within this data set (i.e., possibly obtains marginal construct 
separation), the unique contribution of one over the other 
might not be sufficiently distinct. 

Given the findings for each of the three influence per- 
spectives, it appears that blended consumer influence strate- 
gies are viable. Normative forces do matter but require spe- 
cific conditions. Optimizing the blend of economic and nor- 
mative forces across different segments (or across time 
within the same segment) not only might enhance a firm's 
ability to influence consumer choice, but also might pre- 
serve limited resources. Economic influences could con- 
tribute more impact per dollar during early stages of product 
diffusion. Typically, product adoption and diffusion models 
rely on external influence parameters (e.g., pricing promo- 
tions, advertising) for early adoption and internal influence 
parameters (e.g., word of mouth, social interactions) for 
middle and later stages of product adoption. Furthermore, at 


later stages of product diffusion, the influence of structural 
effects is more likely to increase as behavior (i e., purchase) 
becomes more prevalent, so marketing strategy could bene- 
fit from mixed-motive influence attempts that vary by prod- 
uct stage. 

For some segments, the choice process even could initi- 
ate with behavior or product trial, largely void of either eco- 
nomic or normative considerations. Attitude formation and 
the development of personal norms could follow from 
behavior in which commitment and risk are low (e.g., foot- 
in-the-door, free trial samples). Bem (1972) suggests that 
behavior serves to strengthen the formation and association 
of attitudes with behaviors. As such, we might expect that 
reciprocal, causal relationships are possible between per- 
sonal norms and behavior. If true, the design of consumer 
influence strategies would require consideration of a fourth 
influence perspective. Attempting to leave no stone 
unturned, this reciprocal linkage was tested among the less- 
trusting segment of the sample, presuming that it is precisely 
this group that might benefit from a limited trial approach 
(i.e., this could be the only way to induce behavior and norm 
formation). Although exploratory in nature, a significant 
reciprocal relationship was found among this group (bpgg. 
SONAL NORM to BEHAVIOR = —32 (t = –2.51) whereas bggpav- 


IOR to PERSONAL NORM = -28 (t = 2.27) with Х216 = 30.89 (p = 
014; GFI = .938), which lends support to the notion that a 


variety of noneconomic influence processes might warrant 
attention when designing integrative consumer influence 
strategy. In this respect, pro-social positionings motivate 
marketers to define their notions of strategy development 
more broadly beyond simple economic elements. 


Managerial Implications 


Three primary managerial implications follow. First, man- 
agers should consider a variety of influence strategies simul- 
taneously. Economic, normative, and perhaps structural per- 
spectives are relevant to the development of a consumer 
influence strategy. Blended strategies and differential 
emphasis on one or more perspectives, given a particular 
product stage, should be considered. Second, managers are 
wise to nurture and build consumer trust, given its pivotal 
role in the activation of normative forces. Slapping environ- 
mental labels on products without factual support, over- 
selling the firm's environmental contributions, and solicit- 
ing consumer help for actions that are perceived to be the 
firm's responsibility are not advisable. More advisable 
actions include understated claims, subtle repetition of mod- 
est claims, increased reliance on third-party assistance to 
establish credibility (e.g., grassroots organizations), and tar- 
geting customized environmental messages that are appro- 
priate for a given audience (where audiences vary in terms 
of responsibility attributions or trust). Third, managers 
should pursue a pro-social positioning that fits consumers' 
perceptions. It should be congruent with the types of issues 
toward which the firms' consumers feel responsible. For 
example, consumers might be predisposed positively toward 
a cosmetics manufacturer that attempts to avoid animal test- 
ing or a publisher that promotes literacy activities among 
children (e.g, McGraw-Hill). Consumers might perceive 


that these activities are outside the expected scope of these 
firms and deserve their personal support. Conversely, a 
chemical company advocating that consumers contribute to 
waste reductions that are a part of normal production opera- 
tions might be received with some skepticism. 

The manager's predicament is a difficult one. Faced 
with escalating compliance costs and regulation, increasing 
competitive threats, and decreasing opportunities for inno- 
vation and differentiation, the temptation to tap into a pro- 
social agenda grows, yet the risks inherent in these strate- 
gies are not obvious. Most managers have little experience 
with forces such as norms, responsibility attributions, and 
trust maintenance. Basic market research or questioning of 
consumers about trust and norms can provide some 
insights, but some managers may find the results to be 
internally unpopular. This article attempts to provide some 
insight into the complex mix of risks and rewards inherent 
in pro-social positioning strategies in particular and mixed- 
motive strategies in general. 


Limitations 

There are a few primary limitations in this study. First, the 
energy conservation context chosen for the focus of the 
study might not permit broad generalization to other con- 
texts. However, the service offering studied here is a volun- 
tary one, bearing little resemblance to the monopolistically 
regulated aspects of the industry. And though the service 
offering is somewhat novel, the pro-social positioning 
approach parallels those used in other industries. Therefore, 
generalizability to other pro-social positioning strategies is 
not jeopardized. Second, the cross-sectional study design 
does not permit a clear separation of behavior from attitude 
and norm development. It is possible that the mediated 
influence of consequence awareness through personal 
norms was caused in part by the subject's participation (e.g., 
heightened awareness after participating). Third, the two- 
phase methodology used in the study (i.e., subjects were 
recontacted to collect the trust data) is limiting to the extent 
that conditions or attitudes had changed between the two 
data collection periods. And finally, the violation of normal- 
ity imposes some restrictions on the estimation procedures 
and makes it more difficult to identify significant effects. 
Further studies might benefit from inducing response nor- 
mality by adding more extreme wording, increasing the 
variety of items, or ensuring large samples to permit the 
derivation of asymptotic covariance weights. 


Conclusion 


It is reasonable to expect that social norms toward environ- 
mentalism and other pro-social agendas will persist. 
Whether these normative forces translate into enhanced con- 
sumer choice depends in part on noneconomic dimensions 
beyond the traditional scope of most marketing managers. 
Gambling with these types of consumer influence strategies 
in the face of limited knowledge of the underlying nature of 
normative influences is a risky proposition for the unin- 
formed manager. Yet, these strategies also represent a poten- 
tial source of competitive advantage for firms that are will- 
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ing to invest time and resources in understanding the rather 
complex and delicate nature of normative influence 
processes. At the same time, the area represents a challeng- 
ing opportunity for marketing researchers. 


Appendix A 
A Note on the Testing of 
Interaction Effects in Structural 
Equation Models 


The model specification requires a test of the moderating 
influences of TRUST, RESPONSIBILITY, and CONSE- 
QUENCES on the translation of PERSONAL NORMS into 
BEHAVIOR. These effects are tested using a split-groups 
analysis procedure (high versus low groups on each of the 
moderating variables). This procedure is chosen given its 
theoretical appeal in cases in which the nature or specifica- 
tion of the interaction is unclear (i.e., might not be of the 
form X x Y). The usual criticism levied against subgroup 
analysis, that it is not recommended when the moderator per- 
meates many parts of the model (Jaccard, Turrisi, and Wan 
1990), is not encountered in this context. Moreover, though 
Ping (1995) offers a more parsimonious specification for the 


detection of interaction terms in structural equation models 
than that offered by Hayduk (1991), the treatment of the esti- 
mates in the face of normality violations is ambiguous. 
Hence, the more conservative subgroup analysis method is 
pursued in this case. But splitting the sample reduces the 
number of subjects below the minimum threshold required to 
produce an asymptotic covariance matrix. Without this, cor- 
rections for non-normality are not easily achieved. As such, 
following Bagozzi and Heatherton (1994), a reduced-form, 
partial aggregation model is created. Here, the items that 
compose each construct are aggregated to form a single 
scale, and the error variance is fixed at 1 — reliability. Inter- 
estingly, this approach parallels Ping’s (1995) recommenda- 
tion to sum across each of a construct's indicants first before 
taking the cross-product of the aggregated scales. Both 
approaches leverage aggregated scales; however, the current 
approach remains silent on the exact nature of the interac- 
tion. Using aggregated scales reduces the model's complex- 
ity from 22 items in the full model to 8 aggregated items (i.e., 
the constructs themselves) in the reduced, partial aggregation 
form. With fewer variables, fewer items are required in the 
sample to derive the asymptotic covariance weights, and split 
sample testing is possible. 
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Апс Rindfleisch & Jan B. Heide 


Transaction Cost Analysis: Past, 
Present, and Future Applications 


Over the past decade, transaction cost analysis (TCA) has received considerable attention in the marketing litera- 
ture. Marketing scholars have made important contributions in extending and refining TCA's original conceptual 
framework. The authors provide a synthesis and integration of recent contributions to TCA by both marketers and 
scholars in related disciplines, an evaluation of recent critiques of TCA, and an agenda for further research on TCA. 


has received an increased amount of attention from 

а broad range of audiences. Evidence of this atten- 

tion takes many forms, the most visible being the recent 
Nobel award in Economics given to Ronald Coase for his 
early work on transaction costs (Coase 1991). Although 
most strongly advocated by economists such as Oliver 
Williamson and Paul Joskow, TCA has generated consider- 
able interest in other academic disciplines beyond econom- 
ics, including sociology (e.g., Granovetter 1985), political 
science (e.g., Moe 1991), organization theory (e.g., Barney 
and Hesterly 1996), contract law (e.g., Palay 1984), business 
strategy (e.g., Hennart 1988), corporate finance (e.g., Smith 
and Schnucker 1994), and marketing (e.g., Anderson 1985). 
A particular manifestation of recent interest in TCA is a 
large number of empirical applications. Much of the empir- 
ical work has been conducted by marketing scholars. There 
are at least two reasons for this: First, TCA's substantive 
focus on exchange makes it relevant to a wide range of mar- 
keting phenomena, including vertical integration decisions 
(e.g., Anderson 1985; John and Weitz 1988), foreign market 
entry strategy (e.g., Anderson and Coughlan 1987; Klein, 
Frazier, and Roth 1990), sales force control and compensa- 
tion issues (e.g., Anderson 1988; John and Weitz 1989), 
industrial purchasing strategy (e.g., Noordewier, John, and 
Nevin 1990; Stump and Heide 1996), and distribution chan- 
nel management (e.g., Anderson and Weitz 1992; Heide and 
John 1988). Second, marketing’s rich tradition in construct 
measurement and survey research techniques has con- 
tributed to the operationalization and testing of important 
parts of the TCA framework. As has been noted by several 
scholars, measures of TCA's central constructs often are not 
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available from secondary data, and valid empirical tests 
often require that “micro-level data” be collected at the level 
of the actual decision maker (Calfee and Rubin 1993; 
Joskow 1991; Williamson 1985). 

In spite of this recent attention, insights from ТСА appli- 
cations still appear to be somewhat underutilized. Two par- 
ticular problems exist: First, though the extant empirical 
research has led to important refinements of early versions 
of the ТСА framework (e.g., Coase 1937; Williamson 1975, 
1985), many of these refinements are not well known. This 
is evidenced by a tendency among TCA’s critics to focus on 
its initial versions (e.g. Ghoshal and Moran 1996; Hill 
1990). Many scholars view TCA as synonymous with 
Williamson's (1975) Markets and Hierarchies and ignore 
subsequent empirical work. Consequently, it is difficult to 
evaluate the merit of such critiques, and empirical refine- 
ments have a reduced impact on the development of TCA's 
theoretical framework. 

Second, TCA’s empirical research is not well integrated. 
Considered as a whole, the literature has identified a set of 
distinct antecedent conditions or governance problems, such 
as safeguarding specific assets. These are TCA's indepen- 
dent variables. Transaction cost analysis's dependent vari- 
ables are the governance mechanisms, which are used to 
manage these problems. A variety of mechanisms have been 
identified in previous research, including pledges (Anderson 
and Weitz 1992), qualification procedures (Heide and John 
1990), monitoring (Stump and Heide 1996), and contracts 
(Joskow 1987). 

Unfortunately, the TCA literature lacks a thorough 
review that organizes and summarizes the empirical evi- 
dence regarding governance problems and mechanisms. As 
a result, it is unclear what exactly has been learned by the 
extant TCA research and what unresolved questions 
remain. Our purpose is to address this concern by providing 
such a review. We begin with a brief overview of ТСА, its 
origins, underlying assumptions, and key constructs. By 
addressing issues of interest to marketing scholars, we then 
provide a review that synthesizes and integrates the find- 
ings of 45 key empirical TCA studies across a broad range 
of disciplines. We end with a discussion of TCA's unre- 
solved theoretical issues and offer directions for further 
research. 
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Transaction Cost Analysis: 
Origins and Overview 


Transaction cost analysis belongs to the "New Institutional 
Economics" paradigm, which, over time, has supplanted tra- 
ditional neoclassical economics. Although neoclassical eco- 
nomics has largely ignored the concept of the firm by view- 
- ing it strictly as a production function (Barney and Hesterly 
1996), TCA explicitly views the firm as a governance struc- 
ture. One of Coase's (1937) initial propositions was that 
firms and markets are alternative governance structures that 
differ in their transaction costs. Specifically, Coase proposes 
that under certain conditions, the costs of conducting eco- 
nomic exchange in a market may exceed the costs of orga- 
nizing the exchange within a firm. In this context, transac- 
tion costs are the "costs of running the system" and include 
such ex ante costs as drafting and negotiating contracts and 
such.ex post costs as monitoring and enforcing agreements. 
Over the past two decades, Williamson (1975, 1985, 
1996) has added considerable precision to Coase's general 
argument by identifying the types of exchanges that are 
more appropriately conducted within firm boundaries than 
within the market. He also has augmented Coase's initial 
framework by suggesting that transaction costs include both 
the direct costs of managing relationships and the possible 
opportunity costs of making inferior governance decisions. 
Williamson's microanalytical framework rests on the inter- 
play between two main assumptions of human behavior 
(i.e., bounded rationality and opportunism) and two key 
dimensions of transactions (i.e., asset specificity and uncer- 
tainty). We next provide a brief description of the interaction 
between these behavioral assumptions and transaction 
dimensions. 


Assumptions and Dimensions of Transaction 
Cost Analysis 


Bounded rationality is the assumption that decision makers 
have constraints on their cognitive capabilities and limits on 
their rationality. Although decision makers often intend to 
act rationally, this intention may be circumscribed by their 
limited information processing and communication ability 
(Simon 1957). According to TCA, these constraints become 
problematic in uncertain environments, in which the cir- 
cumstances surrounding an exchange cannot be specified ex 
ante (i.e., environmental uncertainty) and performance can- 
not be easily verified ex post (i.e., behavioral uncertainty). 

The primary consequence of environmental uncertainty 
is an adaptation problem, that 15, difficulties with modifying 
agreements to changing circumstances. For example, a man- 
ufacturer that, because of competitive entry, must modify 
the design of its product also may need to modify the design 
of the purchased components that constitute the end product. 
Unless a comprehensive contract can be written with its sup- 
plier, which specifies in advance the required component 
designs and the associated terms of trade, the manufacturer 
may need to assume the considerable transaction costs asso- 
ciated with ongoing renegotiations. 

The effect of behavioral uncertainty is a performance 
evaluation problem, that is, difficulties in verifying whether 
compliance with established agreements has occurred. For 


example, a manufacturer may have difficulty ascertaining 
whether a distributor is providing customers with necessary 
presales services. Alternatively, even if the relevant aspects 
of a distributor's operations can be measured, the informa- 
tion gathering and processing costs incurred by the manu- 
facturer may be substantial. 

Opportunism is the assumption that, given the opportu- 
nity, decision makers may unscrupulously seek to serve their 
self-interests, and that it is difficult to know a priori who is 
trustworthy and who is not (Barney 1990). Williamson 
(1985, р. 47) defines opportunism as “self-interest seeking 
with guile,” and suggests that ıt includes such behaviors as 
lying and cheating, as well as more subtle forms of deceit, 
such as violating agreements. Opportunism poses a problem 
to the extent that a relationship is supported by specific 
assets whose values are limited outside of the focal relation- 
ship. For example, a manufacturer that invests in training a 
distributor may subsequently have difficulty replacing the 
distributor with a new one. ‘The incumbent distributor can 
exploit the situation opportunistically, by demanding various 
kinds of concessions from the manufacturer. Essentially, the 
effect of specific assets is to create a safeguarding problem, 
because market competition no longer serves as a restraint 
on opportunism.! 

In addition to the key assumptions and dimensions pre- 
viously outlined, the complete TCA framework also 
includes risk neutrality as a third behavioral assumption and 
transaction frequency as a third transactional dimension. 
Both of these constructs are specified by Williamson (1975, 
1985) but have received limited attention in the ТСА litera- 
ture. Chiles and McMackin (1996) provide a theoretical dis- 
cussion of the validity of TCA's assumption of risk neutral- 
ity, but there are no empirical investigations of this assump- 
tion. To date, only a few TCA studies explicitly address 
transaction frequency.2 According to Williamson (1985, p. 
60), higher levels of transaction frequency.provide an incen- 
tive for firms.to employ hierarchical governance, because 
"the cost of specialized governance structures will be easier 
to recover for large transactions of a recurring kind." 
Because of the limited attention that previous research has 
given to both the assumption of risk neutrality and the 
dimension of transaction frequency, our review does not 
address these parts of the TCA framework. 


ће safeguarding problem discussed in TCA closely parallels 
the discussion of dependence in resource dependence and social 
exchange theory (e.g., Pfeffer and Salancik 1978), because specific 
assets give rise to “replaceability” problems. However, TCA differs 
from these perspectives because it focuses on governance problems 
and their solutions simultaneously, rather than on managing depen- 
dence ex post. Moreover, TCA explicitly considers the efficiency 
implications of a firm’s governance choices 

2To date, TCA researchers have been largely unsuccessful in 
confirming the hypothesized effects of frequency, in that several 
studies have failed to find any positive association between trans- 
action frequency and hierarchical governance (e.g., Anderson 
1985; Anderson and Schmittlein 1984, Maltz 1993, 1994). For an 
exception, see Klein (1989). Several other researchers consider fre- 
quency as a dichotomous phenomena (one-time versus recurring 
transactions) and thereby control for transaction frequency by 
examining only recurring exchanges (e g. John and Weitz 1988; 
Klein, Frazier, and Roth 1990). 
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The Logic of Transaction Cost Analysis 


The basic premise of TCA is that if adaptation, performance 
evaluation, and safeguarding costs are absent or low, eco- 
nomic actors will favor market governance. If these costs are 
high enough to exceed the production cost advantages of the 
market, firms will favor internal organization. The logic 
behind this argument is based on certain a priori assump- 
tions about the properties of internal organization and its 
ability to minimize transaction costs. Three specific aspects 
of organizations are relevant in this respect. First, organiza- 
tions have more powerful control and monitoring mecha- 
nisms available than do markets because of their ability to 
measure and reward behavior as well as output (Eisenhardt 
1985; Oliver and Anderson 1987). As a result, the firm's 
ability to detect opportunism and facilitate adaptation is 
enhanced. Second, organizations are able to provide rewards 
that are long term in nature, such as promotion opportuni- 
ties. The effect of such rewards is to reduce the payoff from 
opportunistic behavior. Third, Williamson (1975) acknowl- 
edges the possible effects of the organizational atmosphere, 
in which organizational culture and socialization processes 
may create convergent goals between parties and reduce 
opportunism ex ante. 

Although TCA's original framework poses the gover- 
nance question as a discrete choice between market 
exchange and internal organization, the current version of 
the theory explicitly acknowledges that features of internal 
organization can be achieved without ownership or complete 
vertical integration. À variety of hybrid mechanisms have 
been identified in the literature, ranging from formal mecha- 
nisms, such as contractual provisions and equity arrange- 
ments (Joskow 1987; Osborn and Baughn 1990), to more 
informal mechanisms, such as information sharing and joint 
planning (Noordewier, John, and Nevin 1990, Palay 1984). 


Transaction Cost Analysis: 
Empirical Research 
This review provides an integration and synthesis of 45 
empirical TCA articles published from 1982 to 1996 in a 
variety of academic journals in marketing, management, 
strategy, law, and economics. To identify articles for poten- 
tial inclusion in this review, we conducted a comprehensive 


literature search using electronic databases in business and : 


social science (e.g., ABI/Inform, PsycLit), indices of key 
academic journals (e.g., Journal of Marketing, Journal of 
Law, Economics, and Organization), and bibliographies 
from conceptual and empirical TCA articles. Our literature 
search produced over 150 citations. In aggregate, we 


3Because our objective is to provide a review of TCA articles 
that address issues of interest to marketing scholars, studies that are 
concerned mainly with social (e.g., Treas 1993) or political institu- 
tions (é.g., Hennart and Anderson 1993), as well as those that focus 
on intraorganizational governance (e.g., Balakrishnan and Fox 
1993), are not included here. Moreover, studies that draw on TCA 
reasoning but do not directly test TCA's framework (e.g., Dwyer 
and Oh 1988; Phillips 1982,) are not included. Finally, we omit 
case studies (e.g., Goldberg and Erickson 1987), as well as exten- 
sions of prior work that do not add new theory or data (e.g., Joskow 
1990). 
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believe that our selection of articles provides a representa- 
tive, though not exhaustive; selection of empirical work on 
ТСА that is of interest to marketing scholars.* A summary of 
the sample, focal variables, and key findings of these studies 
is provided in Table 1. Our review centers around a set of 
three specific questions: (1) In what context has TCA been 
applied? (2) What methods have been used to investigate 
TCA? and (3) How valid is TCA's conceptual framework? 


In What Contexts Has Transaction Cost Analysis 
Been Applied? 


Drawing from its interdisciplinary origins in law, econom- 
ics, and organization, ТСА explains a variety of problems of 
economic organization, ranging from marriage (e.g., Treas 
1993) to international trade (e.g., Hennart and Anderson 
1993). As Williamson (1985, p. ix) notes, "Any problem that 
can be formulated, directly, or indirectly, as a contracting 
problem can be investigated to advantage in transaction cost 
terms." Transaction cost analysis's analytical diversity is 
clearly evident among the studies in our review, because 
scholars in marketing and related disciplines have employed 
ТСА to investigate a broad range of exchange-related issues. 
Specifically, these studies can be classified within one of 
four main contextual domains: (1) vertical integration, (2) 
vertical interorganizational relationships, (3) horizontal 
interorganizational relationships, and (4) tests of TCA’s 
assumptions. 


Vertical integration. The earliest (and most common) 
applications of TCA focus on the vertical integration deci- 
sion. These studies typically focus on a manufacturing 
firm's decision to backward integrate into the supply of 
materials or components or forward integrate into distribu- 
tion and sales. Monteverde and Teece (19822) provide the 
seminal study in the context of backward integration by 
applying TCA to examine the make-or-buy decision for 
assembly components for two firms in the U.S. automobile 
industry. Masten, Meehan, and Snyder (1989) and Walker 
and Weber (1984, 1987) also provide studies of component 
sourcing among U.S. automobile manufacturers. This make- 
or-buy issue for production inputs has also been examined 
by Balakrishnan and Wernerfelt (1986), Levy (1985), 
Lieberman (1991), Masten (1984), and Masten, Meehan, 
and Snyder (1991). Maltz extends the make-or-buy 
approach by using TCA to examine the conditions under 
which a manufacturer would select in-house versus out- 
sourced shipping (Maltz 1993) and warehousing functions 
(Maltz 1994). 

In terms of forward vertical integration, TCA studies 
focus on the integration by manufacturers into distribution 
in both domestic and international contexts. For example, 
John and Weitz (1988) use TCA to examine forward inte- 
gration into distribution and explore manufacturers' use of 
direct (i.e., through employees) versus indirect (i.e., 
through commission agents) channels of distribution. In a 


^Although we provide the most comprehensive review of the 
TCA framework as applied in a marketing context, several other 
reviews are available in the literature (e.g., Anderson 1996; Day 
and Klein 1987; Joskow 1988; Lohtia, Brooks, and Krapfel 1994; 
Rangan, Corey, and Cespedes 1993; Shelanski and Klein 1995). 


TABLE 1 


Summary of Selected Transaction Cost Analysis Studles 


Author(s) Sample 

Anderson (1985) 159 sales managers in 
the electronic compo- 
nents industry 


Independent Dependent 
Varlable(s) Variable(s) 
Asset specificity; Use of direct sales 


force versus manufac- 
turers' representatives 


Behavioral uncertainty; 
Environmental uncer- 
tainty; Interaction of 
asset specificity x envi- 
ronmental uncertainty; 
Transaction frequency 


Key Findings 


Behavioral uncertainty 
and the interaction of 
asset specificity and 
environmental uncer- 
tainty are positively 
related to the use of an 
in-house sales force. 


Two of seven measures 
of asset specificity have 
a significant positive 
effect on sales force 
integration. 





Anderson (1988) 169 sales managers in 
the electronic compo- 


nents industry 


ventures by 36 U.S. 
semiconductor firms 


Anderson & 145 sales managers in 
Schmittlein the electronic compo- 
(1984) nents industry 


94 foreign market entry Asset specificity 


Level of salesperson 
opportunism 


Asset specificity; Envi- 
ronmental uncertainty; 
Behavioral uncertainty 


Type of sales force; 
Degree of salesperson 
goal congruence; Moni- 
toring by sales man- 
ager 


Level of salesperson 
opportunism 


Use of integrated or 
independent channel 
for foreign market entry 


Use of direct sales 
force versus manufac- 
turers’ representatives 


Asset specificity; Envi- 
ronmental uncertainty; 
Behavioral uncertainty; 
Interaction of asset 
specificity x environ- 
mental uncertainty; 
Interaction of asset 
specificity x behavioral 
uncertainty; Transaction 
frequency 


Higher levels of asset 


specificity and behav- 
ioral uncertainty are 
positively related to 
salesperson oppor- 
tunism. 


In-house salespersons 
display less oppor- 
tunism than do manu- 
facturer representa- 
tives. 


Goal congruence is 
negatively related to 
salesperson oppor- 
tunism. 


Asset is - 
tively related to the use 
of an integrated channel. 


Behavioral uncertainty 
and asset specificity 
are positively related to 
the use of an in-house 
sales force. 


—————————————————M—————M————M—— —— 


Anderson & Weitz 378 manuíacturer-dis- 
(1992) tnbutor dyads among 
five Fortune 500 com- 
panies 


Levels of manufacturer 
and distributor commit- 
ment to the relationship 


Manufacturer idiosyn- 
cratic investments; Dis- 
tributor idiosyncratic 
investments; Percep- 
tions of manufacturer 
idiosyncratic invest- 
ments; Perceptions of 
distributor idiosyncratic 
investments 


- Idiosyncratic invest- 


ments are positively 
related to both manu- 
facturer and distributor 
commitment. 


Manufacturer and dis- 
tributor perceptions of 
the other party’s level of 
commitment are posi- 
tively related to per- 
ceived idiosyncratic 
investments. 
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Author(s) Sample 
Balakrishnan & 93 manufacturing 
Wernerfelt industries 
(1986) 


Independent 
Varlable(s) 


Technological uncer- 
tainty (1.е., obsoles- 
cence) 


Dependent 
Varlable(s) 


Degree of vertical inte- 
gration 


Key Findlngs 


Technological obsoles- 
cence has a negative 
impact on vertical inte- 
gration. 


——————————————————————————————É 


Bucklin & Sen- 
gupta (1993) 


98 co-marketing 
alliances 


Expected asset speci- 


ficity; Behavioral uncer- 


tainty; Transaction fre- 
quency 


Level of power imbal- 


ance between focal and 


partner firm 


Expected transaction- 
specific investments 
and expected fre- 
quency of interaction 
are positively associ- 
ated with power imbal- 
ance. 


АА 


Dutta 4 John 
(1995) 


120 student subjects 
playing the role of elec- 
trical transformer sup- 
pliers 


2444 semiconductor 
devices 


Number of suppliers 


Level of buyers' specific 


investments 


Supplier's selling price 


Single or multiple vendor 


Sellers in a monopoly 
condition extract higher 
pnces than sellers in a 
duopoly condition. 


Devices that require 
high levels of specific 
investments by buyers 
are more likely to be 
supplied by multiple 
vendors. 





Dutta and col- 
leagues (1995) 


199 representative 
agencies in the electric- 
technical and mechani- 
cal industries 


Manufacturer lock-in; 


Performance ambiguity 


Single (1.ө., representa- 
tive only) versus dual 
channel (1.е., represen- 
tativo and house 
account) distribution 
systems 


Both lock-in and perfor- 
mance ambiguity 
increase the probability 
that a manufacturer will 
use a dual channel. 





Erramilli & Rao 381 foreign market 


Asset specificity (i.e., 


idiosyncratic services) 


Shared versus full-con- 
trol modes of market 


entry 


Service firms favor 
shared control when 
asset specificity is low. 
This tendency is mod- 
erated by country risk, 
firm size, and degree of 
separability of produc- 
tion and consumption. 





Firm's product/market 
strategy 


Perceived transaction 
costs 


Product/market strategy 
costs influence man- 
agerial perceptions of 
selected types of trans- 
action costs. 





(1993) entry decisions of 175 
U.S. service firms 
Gates (1989) 52 semiconductor firms 
across North America, 
Europe, and Japan 
Gatignon & 1267 foreign sub- 
Anderson sidiaries of 180 U.S. 
(1988) multinational corpora- 


tions 


Asset specificity; Envi- 
ronmental uncertainty; 


Behavioral uncertainty; 


Interaction of asset 
specificity x environ- 


mental uncertainty 


Percent equity owner- 
ship of foreign sub- 
sidiary 


Total versus partial 
ownership of foreign 
subsidiary 


Behavioral uncertainty 
is positively related to 
the percent of equity 
ownership. 


Environmental uncer- 
tainty is negatively 
related to the percent 
of equity ownership. 


Total ownership is more 
likely under conditions 
of high asset spacificity, 
high behavioral uncer- 
tainty, and low environ- 
mental uncertainty. 
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Independent Dependent 
Author(s) Sample Varlable(s) Variable(s) Key Findings 
Heide and John 199 manufacturers’ Asset specificity Level of offsetting Investment in specific 
(1988) agents in the electrical (invested by agency) investments by agency assets by agents is 
and process equipment positively related to 
industries Replaceability of the their degree of offset- 
pnncipal ting investments, and 
negatively related to 
their replaceability of 
the principal 
Heide & John 155 manufacturing Asset specificity Extent of joint action Both manufacturer's 
(1990) - firms across several between buyers and and supplier's specific 
industries suppliers investments are posi- 
tively related to the 
extent of joint action. 
Asset specificity; Envi- Degree of expectations Suppliers specific 
ronmental uncertainty of relationship continuity investments are posi- 
(i.e., volume and techno- tively related to expec- 
logical unpredictability) tatlons of continuity, 
whereas technological 
unpredictability is nega- 
tively related to expec- 
tations of continuity. 
Asset specificity; Level of supplier verifi- Manufacturer's specific 
Behavioral uncertainty cation efforts investments and behav- 
ioral uncertainty are 
positively related to ver- 
ification efforts. 
Heide & John 155 manufacturing Asset specificity; Rela- Level of buyer's control Investments in specific 
(1992) firms and 60 supplier tional norms over supplier decisions assets by buyers are 
firms across several positively related to 
industries control over supplier 
decisions when both 
parties share relational 
norms. In the absence 
of these norms, specific 
assets are negatively 
related to control over 
supplier decisions. 
Hu & Chen 1456 Chinese joint ven- Environmental uncer- Percentage of foreign Under conditions of 
(1993) tures tainty (i.e., sociocultural ownership of Chinese high sociocultural dis- 
distance) joint venture tance, firm will seek 
lower percentages of 
joint venture ownership. 
John (1984) 151 franchised dealers Degree of power Degree of opportunism Franchisee oppor- 
of a major oil company employed by franchisor displayed by franchised — tunism is positively 
(five different types dealers related to franchisor's 
specified); Degree of use of coercive power 
bureaucratic structuring and negatively related 
(three different dimen- ш C to franchisor's use of 
sions specified) 4M ZR referent power. 


Franchisee oppor- 
tunism is positively 
related to perceptions 
that franchisor employs 
a bureaucratic mode of 
governance. 
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Author(s) Sample 
John & Weitz 88 manufacturers of 
(1988) industrial products 


independent 
Variable(s) 


Asset specificity; Envi- 
ronmental uncertainty; 
Behavioral uncertainty 


Dependent 
Varlable(s) 


Percentage of manufac- 
turer's sales through 
direct distribution chan- 


Key Findings 


Asset specificity, envi- 
ronmental uncertainty, 
and behavioral uncer- 


nels tainty are positively 
related to manufac- 
turer’s degree of for- 
ward vertical integration 
into distribution. 


John & Weitz 161 manufacturers of Salesperson replace- Percentage of salesper- Behavioral uncertainty 
(1989) industrial products ability; Environmental son compensation paid and salesperson 
uncertainty; Behavioral in salary replaceability and/or its 


uncertainty; Interaction 
of ability to salesperson 


interaction with environ- 
mental uncertainty are 


replaceability x environ- positively related to the 
mental uncertainty percentage of salary 
compensation. 


Joskow (1987) 277 contracts between 
coal suppliers and elec- 


tric utilities 


Asset specificity Length of contract 


duration 


The length of contract 
duration is positively 
related to asset speci- 


fictty. 


Exporters faced with 
high levels of asset 
specificity, 
uncertainty/complexity, 
and transaction fre- 
quency exert higher 
levels of control in inter- 
national markets. 





Klein (1989) 338 Canadian 


exporters 


Asset specificity; Envi- 
ronmental uncertainty; 
Transaction frequency 


Degree of vertical con- 
trol of export channel 





Klein & Roth 
(1990) 


477 Canadian 
exporters 


Asset specificity Type of entry in foreign 


markets 


Asset specificity moder- 
ates the impact of expe- 
rience and psychic dis- 
tance on the type of 
entry in foreign markets. 





Lower levels of uncer- 
tainty and higher ability 
to monitor are associ- 
ated with higher levels 
of channel satisfaction. 


Level of channel inte- Asset specificity is posi- 

gration in foreign mar- tively related to the level 

kets of channel integration, 
whereas environmental 
uncertainty has mixed 
results on the level of 
channel integration. 


Level of firm's satisfac- 
tion with existing 
channel 


Environmental uncer- 
tainty; Ability to monitor 
channel 


329 Canadian 
exporters 





375 Canadian 
exporters 


Klein, Frazier, & 
Roth (1990) 


Asset specificity; Envi- 
ronmental uncertainty 





Leffler & Rucker 
(1991) 


When presale mea- 
surement costs are low, 
lump-sum contracts are 
used; when postsale 
monitoring costs are 
low, per-unit contracts 
are used. 


153 timber harvesting 
contracts 


Buyer's presale mea- 
surement costs; seller's 
monitoring costs 


Lump-sum versus per- 
unit payment 





Levy (1985) 69 manufacturing firms 


in 37 industries 


Firms with higher levels 
of specific assets and 
environmental uncer- 
tainty are more verti- 
cally integrated. 


Asset specificity; Envi- 


ronmental uncertainty 


Degree of vertical inte- 
gration 
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Author(s) 
Lieberman (1991) 


Sample 


203 U.S. producers of 
34 chemical products 


Independent 
Variable(s) 


Supplier concentration; 
Asset specificity; Cost 
of an upstream input 


Dependent 
Variable(s) 


Backward integration 
versus contractual 
arrangement for obtain- 
ing chemical products 


Key Findings 


Firms seek downstream 
integration to avoid 
lock-in due to specific 
assets; the higher the 
cost input, the higher 
the probability of back- 
ward integration. 





Maltz (1993) 


138 shippers in a vari- 
ety of industries 


Asset specificity; Envi- 
ronmental uncertainty; 
Behavioral uncertainty; 
Transaction frequency 


Percentage of ship- 
ments delivered by pri- 
vate fleet 


Only human specific 
assets are positivoly 
related to level of pri- 
vate fleet use. 





Maltz (1994) 


147 firms in a variety of 


manufacturing industries 


Asset specificity; Trans- 


action frequency 


Probability of outsourc- 


ing warehousing function 


Specific assets aro 
negatively related to 
outsourcing, whereas 
frequency is positively 
related to outsourcing. 





Masten (1984) 


1887 components of an 
aerospace system 


Asset specificity; Envi- 
ronmental Uncertainty 
(1.е., complexity) 


Internal versus external 
procurement of compo- 
nents 


Components requiring 
high amounts of speci- 
ficity and uncertainty 
are more likely to be 
internally produced. 


Asset specificity and 
uncertainty interact to 
have a multiplicative 
effect on the tendency 
to produce a compo- 
nent internally. 





Masten, Meehan, 
& Snyder 
(1989) 


118 automotive compo- 
nents 


Asset specificity 


Percentage of compo- 
nent needs produced 
within the firm 


Only human-specific 
assets are positively 
related to the percent- 
age of components pro- 
duced within the firm. 





Masten, Meehan, 
& Snyder 
(1991) 


Monteverde & 
Teece (1982a) 


Monteverde & 
Teece (1982b) 


Noordewier, 
John, & Nevin 
(1990) 


74 components for a 
naval ship building pro- 
ject 


133 automotive compo- 
nents 


28 components of a 
major U.S. automotive 
supplier 


140 manufacturing 
firms who purchase ball 
and roller bearings 


Asset specificity; Envi- 
ronmental uncertainty 


Asset specificity 


Value of appropriable 
quasi rents 


Environmental uncer- 
tainty 


Internal versus external 
procurement of compo- 
nents; Cost of internal 
organization 


Internal versus external 
procurement of compo- 
nent 


Presence or absence of 
quasi-vertical integration 


Level of possession 
and acquisition cost 


Asset specificity and 
environmental uncer- 
tainty are positively 
related to internal pro- 
duction of components, 
but this effect is mainly 
due to a reduction in 
the cost of internal 
organization. 


Asset specificity is posi- 
tively related to auto- 
mobile manufacturers' 
internal production of 
components. 


The value of appropri- 
able quasi rents is posi- 
tively related to quasi- 
vertical integration. 


Acquisition cost 15 low- 
ered under conditions 
of uncertainty when 
buyers and sellers 
share high levels of 
relational governance. 
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Independent 
Variable(s) 


Dependent 
Varlable(s) 


Key Findings 





Author(s) Sample 
Osborn & 153 U.S.-Japan 
Baughn (1990) alliances — 


Environmental uncer- 


Joint venture versus 


tainty; Intent to conduct contractual agreement 


Joint Research and 
Development 


Under conditions of high 
environmental uncer- 
tainty, alliances are 
likely to be governed by 
contractual agreoments. 


Intention to conduct 
Joint Research and 
Development is роѕі- 
tively related to joint 
venture formation. 





Palay (1984) 51 transactions 
between rail carners 


and shippers 


Asset specificity (i.e., 


idiosyncratic investment) 


Five elements of gover- 


nance structure 


Transactions with idio- 
syncratic investments 
are likely to be gov- 
erned bilaterally among 
the exchange partners. 





- Parkhe (1993) 411 manufacturing 
firms across a variety 


of industries 


Perceptions of oppor- 
tunistic behavior 


History of cooperation 
between alliance part- 
ners 


Length of time horizon; 
Alliance performance 


Payoffs from unilateral 


cooperation; Length of 
time horizon 


Performance of strate- 
gic alliance; Level of 
specific investments; 
Level of contractual 
safeguards 


Perceptions of oppor- 
tunistic behavior 


Level of specific invest- 
ment 


Extent of contractual 
safeguards 


Perceptions of oppor- 
tunistic behavior are 
negatively related to 
alliance performance 
and the level of specific 
investments and con- 
tractual safeguards. 


A history of cooperation 
is negatively related to 
perceptions of oppor- 
tunism. 


Level of specific invest- 
ments is positively 
related to length of time 
horizon and alliance 
performance. 


Extent of contractual 
safeguards is nega- 
tively related to both 
payoffs from unilateral 
cooperation and length 
of time honzon 





Pilling, Crosby, & 
Jackson (1994) 


229 purchasing person- 
nel from aerospace, 
electronics, and 
defense firms 


Asset specificity; Envi- 
ronmental uncertainty; 
Transaction frequency 


Level of ex ante and ex 


post transaction costs 


Level of ex ante and ex 


post transaction costs 


Relational closeness 


(six separate indicants) 


Asset specificity is posi- 
tively related to both ex 
ante and ex post costs, 
environmental uncer- 
tainty is related to ex 
ante costs, and fre- 
quency is related to 
neither cost. 


Transaction costs 
appear to mediate the 
relationship between 
TCA dimensions and 
relational closeness. 


—__________________________________________________— M ——M— 


Sriram, Krapfel, & 
Spekman 
(1992) 


65 purchasing man- 
agers in a large manu- 
facturing firm 
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Asset specificity 


Perceived transaction 
costs 


Perceived buyer depen- 


dence 


Propensity to collabo- 
rate 


Supplier-specific invest- 
ments are negatively 


. related to perceived 


buyer dependence. 


Perceived transaction 
costs are positively 
related to propensity to 
collaborate. 


Independent Dependent . 
Author(s) Sample Variable(s) Variable(s) Key Findings 
Stump & Heide 165 chemical manufac- Asset specificity Partner qualification, Buyers protect specific 
(1996) turers incentive design, and investments through 


partner selection and 
supplier-specific invest- 
ments. 
ои —— 

Technological uncer- Level of supplier-spe- Higher levels of uncer- 

tainty cific investments tainty are negatively 
related to supplier spe- 
cific investments. 


monitoring 


More extensive supplier 
qualification reduces 
buyer monitoring. 


________________ === = 


Partner qualification Degree of monitoring 





Walker & Poppo 99 supply relationships Asset specificity; Level _ Comparative transac- Asset specificity is 
(1991) of a large U.S. manu- of market competition tion costs (supplied in- associated with lower 
facturer house or externally) transaction costs within 
a firm than across firms. 
ERE —————— -—— ÀJ——— 
Walker & Weber 60 make-or-buy deci- Level of market compe- | Whether component Make-or-buy decisions 
(1984) sions in a large U.S. tition; Environmental was bought or made in- аге affected signifi- 
automobile manufacturer uncertainty (i.e., tech- house cantly by market com- 
nological and volume petition and volume 
uncertainty) uncertainty. 
CIMA ral oo eet V 
Walker & Weber 60 make-or-buy deci- Level of market compe- Whether component Make-or-buy decisions 
(1987) sions in a large U.S. tition; Environmental was bought or made ın- аге affected signifi- 
automobile manufac- uncertainty (i.e., tech- house cantly by the interaction 
turer nological and volume of market competition 
uncertainty) and volume uncertainty. 
Weiss & Ander- 243 sales managers of Asset specificity (i.e., Degree of manufacturer Idiosyncratic invest- 
son (1992) electronic component idiosyncratic invest- dissatisfaction with the ments by representa- 


manufacturers 
uncertainty 


ments); Behavioral 


tives reduces manufac- 
turer dissatisfaction. 


representative 


Manufacturer's likeli- 
hood of converting to a 
direct sales force 


Behavioral uncertainty 
is positively related to 
manufacturers intention 
to convert to a direct 
sales force. 





series of studies, Anderson and colleagues (Anderson 1985; 
Anderson and Schmittlein 1984; Weiss and Anderson 1992) 
use TCA to understand the factors leading manufacturing 
firms to select integrated (i.e., house accounts) versus inde- 
pendent (i.e., manufacturers' representatives) sales forces. 
Dutta and colleagues (1995) provide an extension to Ander- 
son's work by examining how TCA influences firms to 
employ simultaneously both house accounts and manufac- 
turers' representatives. 

A related stream of TCA research in forward vertical 
integration focuses on foreign market entry. For example, 
Anderson and Coughlan (1987) draw on TCA to examine 
the use of integrated versus independent distribution chan- 
nels in foreign market entry ventures by U.S. semiconductor 
firms. Similarly, Gatignon and Anderson (1988) employ 
TCA to investigate the degree of control multinational cor- 


porations exert over foreign subsidiaries in terms of level of 
integration. Klein and colleagues (Klein 1989; Klein, Fra- 
zier, and Roth 1990; Klein and Roth 1990, 1993) present a 
series of TCA studies that explore the vertical control strate- 
gies of Canadian exporters. In their 1993 study, Klein and 
Roth make an important contribution by employing TCA to 
understand the factors leading to a firm’s satisfaction with 
its international marketing channels. Other innovative TCA 
studies in this context have investigated joint ventures in 
communist China (Hu and Chen 1993) and the foreign mar- 
ket entry of service firms (Erramilli and Rao 1993). 


Vertical interorganizational relationships. Closely 
related to the studies of vertical integration is a diverse 
stream of TCA research that focuses on how governance 
problems can be managed without common ownership (i.e., 


Transaction Cost Analysis / 39 


complete integration). In one of the initial studies of 
"hybrid" governance mechanisms, Monteverde and Teece 
(1982b) examine the antecedents of quasi-vertical integra- 
tion (1.е., the supplier makes the parts but the manufacturer 
owns the tools) in the U.S. automobile industry. Subse- 
quently, Heide and John (1988) suggest that manufacturers' 
representatives safeguard the assets they invest in their man- 
ufacturers by balancing their dependence through the estab- 
lishment of offsetting investments in their customer rela- 
tionships. [n their study of relationships between manufac- 
turers and suppliers in the chemical industry, Stump and 
Heide (1996) investigate a variety of alternative governance 
mechanisms, including partner selection, incentive design, 
and monitoring. 

By far, the most frequently investigated hybrid form of 
governance in the TCA literature is the development of 
close and enduring interorganizational ties (Macneil 1981). 
Heide and John (1990) use TCA to examine how buyers 
and suppliers use close relationships as a means of safe- 
guarding specific investments and adapting to uncertainty. 
In a related study, Heide and John (1992) explore the role 
of relational norms as a moderator of the relationship 
between specific assets and vertical control in buyer-sup- 
plier relations. The utility of relational ties as a governance 
structure also has been investigated by Pilling, Crosby, and 
Jackson (1994), Noordewier, John, and Nevin (1990), Sri- 
ram, Krapfel, and Spekman (1992), and Walker and Poppo 
(1991). In addition, Anderson and Weitz (1992) explore the 
role of pledges in building commitment within manufac- 
turer-distributor relationships. 

As a final element of the vertical interorganizational 
relationship context, economists and legal scholars have 
developed a rich stream of research exploring the use of 
contractual arrangements. Although these studies fall out- 
side the marketing literature, they provide important appli- 
cations of TCA by investigating long-term, bilateral 
exchange relationships. In one of the best-known studies in 
this domain, Joskow (1987) investigates the role of asset 
specificity in determining the length of contracts between 
coal suppliers and electric utilities. Other important contrac- 
tual-based TCA studies include Leffler and Rucker (1991) 
and Palay (1984). 


Horizontal interorganizational relationships. Although 
ТСА scholars have traditionally focused on vertical rela- 
tionships, a growing number of studies have used TCA to 
understand and explain a variety of relationships between 
firms at the same point in the value chain. Gates (1989) con- 
tributed the first TCA study in the horizontal interorganiza- 
tional relationship context with his analysis of technological 
cooperation in the semiconductor industry. Specifically, he 
examines the extent to which a firm's strategic orientation 
alters a manager's perceptions of the transaction costs asso- 
ciated with interfirm cooperation. In a later but better-known 
study, Bucklin and Sengupta (1993) explore the role of asset 
specificity, uncertainty, and frequency on power imbalances 
in co-marketing alliances. Other studies in this domain 
include Obsborn and Baughn (1990) and Parkhe (1993). 


Tests of transaction cost analysis's assumptions. As a 
final context, our review includes a few studies that have 
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investigated the validity of TCA's assumption. Specifically, 
John (1984) views opportunism as an endogenous variable 
in need of explanation and investigates the degree of oppor- 
tunistic behavior that is displayed by the franchised dealers 


~ -of a major oil company as a result of a power and bureau- 


cratic structure. Likewise, Anderson (1988) studies the 
antecedents of opportunistic behavior among salespeople in 
the electronic components industry.5 


What Methods Have Been Used to Investigate 
Transaction Cost Analysis? 


In addition to its contextual diversity, the TCA literature also 
displays a substantial degree of methodological diversity. 
We highlight important methodological issues and summa- 
rize the data collection and measurement approaches 
employed in the TCA literature. 


Data collection. Among the studies in our review, the 
most common means of data collection are mail surveys. 
These surveys are usually directed to midlevel executives at 
large U.S. manufacturing firms or to their channel partners. 
These key informants usually have a functional responsibil- 
ity for some element of channel operations, either as pur- 
chasing managers (e.g. Heide and John 1990, 1992; 
Noordewier, John, and Nevin 1990), sales managers (e.g., 
Anderson 1985, 1988; John and Weitz 1988, 1989), or man- 
ufacturers’ agents (e.g., Dutta et al. 1995; Heide and John 
1988). 

Although survey research appears to be the data collec- 
tion mode of choice, a sizable number of TCA studies (espe- 
cially those outside of marketing) use secondary data col- 
lection techniques. For example, Gatignon and Anderson 
(1988) obtained secondary data on 1267 foreign subsidiaries 
of 180 U.S. multinational corporations through the Harvard 
Multinational Enterprise Project. Similarly, Hu and Chen 
(1993) gathered data on the ownership structures of 1456 
Chinese joint ventures from The Chinese Investment Guide. 
Other secondary data sources used by TCA researchers 
include the Census of Manufacturers (Levy 1985), the Asian 
Wall Street Journal (Osborn and Baughn 1990), industry 
trade publications (Lieberman 1991), and archival data from 
the National Science Foundation (Anderson and Coughlan 
1987). Compared to survey data, these secondary data pub- 
lications typically provide much larger sample sizes. 

In addition to these secondary publications, another rich 
source of secondary data frequently employed by econo- 
mists and legal scholars comes from contractual agreements 
between exchange partners. For example, Leffler and 
Rucker (1991) collect information from 188 timber harvest- 
ing contracts through interviews with key informants in the 
timber industry. Palay (1984) employs a similar method in 
his study of contractual transactions between rail freight car- 
riers and shippers. In contrast to these two studies, Joskow 
(1987) uses a database of actual contracts between coal sup- 
pliers and electrical utilities. To facilitate this type of 
research, a depository of interorganizational contracts, the 


5Some interesting recent work has also begun to explore the 
antecedents of TCA's other variables, such as asset specificity (e.g., 
Bensaou and Anderson 1997). 


Center for Contracts and the Structure of Enterprise at the 
University of Pittsburgh, has been established and is avail- 
able for public use. Along with secondary publications, 
these contractual records provide an excellent means of 
gathering data for historical TCA-related research. 

The most recent data collection innovation in TCA 
research is the use of experimental methodology. For exam- 
ple, Pilling, Crosby, and Jackson (1994) employ a2x 2 x 2 
between-groups factorial design in which they manipulate 
two levels of asset specificity, uncertainty, and frequency by 
using a role-playing scenario. They then assess the impact of 
these manipulated factors on perceived transaction costs 
among a group of 229 purchasing managers. In a related 
experimental investigation, Dutta and John (1995) use stu- 
dent subjects to assess the degree to which technology licens- 
ing by suppliers acts as a safeguard for buyers’ specific 
investments by restraining their trading partner’s opportunis- 
tic behavior (i.e., price hikes). In addition to their experi- 
mental investigation, Dutta and John also collect secondary 
data on actual firm behavior. This type of multimethod 
approach is promising for future TCA investigations. 


Measurement. Because of its contextual and method- 
ological diversity, the empirical TCA literature presents a 
host of measurement-related issues for potential analysis. 
We focus our discussion on issues related to the opera- 
tionalization of TCA constructs. These issues are especially 
important for future TCA investigators, because many of the 
studies in our review have faced measurement-related diffi- 
culties. Specifically, our discussion addresses the opera- 
tionalization of TCA's key dependent (ie. governance 
structure) and independent (asset specificity, environmental 
uncertainty, and behavioral uncertainty) constructs. 


1. Governance structures. As was noted previously, 
ТСА researchers have conceptualized three general types of 
governance structures: market, hierarchy, and various hybrid 
or intermediate mechanisms. In general, the studies in our 
review that attempt to measure markets versus hierarchies 
employ empirical operationalizations, which bear close cor- 
respondence to the construct's conceptual domain. For 
example, Walker and Weber's (1984, 1987) comparison of 
assembly components purchased by an outside supplier ver- 
sus those produced in-house appears to align closely with 
the market versus hierarchy construct. Masten (1984), Mas- 
ten, Meehan, and Snyder (1991), Monteverde and Teece 
(19822), and Walker and Poppo (1991) employ a similar 
measure. Another example of a measure that appears to tap 
the market versus hierarchy construct is the manufacturers' 
representatives versus direct sales force operationalization 
found in Anderson's (1985) and Anderson and Schmittlein's 
(1984) studies. 

The TCA literature also contains several studies that use 
continuous measures of the market versus hierarchy con- 
struct. For example, Balakrishnan and Wernerfelt (1986) 
specify governance structure as the degree of vertical inte- 
gration, ranging from 096 to 10096. Other examples of this 
type of continuous conceptual operationalization (from mar- 
ket to hierarchy) include Gatignon and Anderson's (1988), 
Hu and Chen's (1993), John and Weitz's (1988), Klein's 
(1989), Levy's (1985), Maltz's (1993, 1994), and Masten, 


Meehan, and Snyder's (1989) studies. One specification that 
seems somewhat problematic is the assessment of the degree 
of vertical integration as the ratio of value added to sales, 
which both Balakrishnan and Wernerfelt (1986) and Levy 
(1985) employ. As Balakrishnan and Wernerfelt (1986) 
acknowledge, this type of measure is distorted by differ- 
ences in profitability among industries. 

As would be expected, empirical operationalizations of 
hybrid or intermediate forms of governance come in a vari- 
ety of forms. For example, Klein, Frazier, and Roth (1990) 
specify the use of joint ventures to enter foreign markets as 
a hybrid mode of governance falling in between merchant 
distributors (i.e., market) and a foreign sales subsidiary (i.e., 
hierarchy). Other researchers use similar operationalizations 
of governance structure (e.g., Erramilli and Rao 1993; 
Osborn and Baughn 1990). Some studies include measures 
of hybrid forms of governance, which more directly tap the 
processes represented by this type of governance structure. 
For example, Palay (1984) measures relational contracting 
as a hybrid mechanism governing relations between rail car- 
riers and shippers by assessing five elements of their con- 
tractual relationships (i.e., means of enforcement, adapta- 
tions to changed circumstances, types of adjustments, and 
presence of long range and structural planning). Another 
example of a hybrid governance mechanism is Heide and 
John's (1990) measure of bilateral governance, which 
assesses the degree of joint action, continuity, and qualifica- 
tion efforts in buyer-supplier relationships. 

Recently, an even broader range of governance mecha- 
nisms has been identified. For example, Stump and Heide 
(1996) examine how buyers safeguard their specific assets 
(invested in sellers) through such control mechanisms as 
partner selection, incentive design, and monitoring. Like- 
wise, Parkhe (1993) studies the impact of opportunistic 
behavior on the level of contractual safeguards in strategic 
alliances. Other studies that focus on safeguarding-related 
issues include Anderson and Weitz (1992), Dutta and John 
(1995), and Heide and John (1988, 1992). 


2. Asset specificity. Asset specificity refers to the trans- 
ferability of the assets that support a given transaction 
(Williamson 1985). Assets with a high amount of specificity 
represent sunk costs that have little value outside of a par- 
ticular exchange relationship. Williamson (199 1b) has iden- 
tified six main types of asset specificity: (1) site specificity, 
(2) physical asset specificity, (3) human asset specificity, (4) 
brand name capital, (5) dedicated assets, and (6) temporal 
specificity. We focus on human specific assets, because they 
represent the type of asset specificity most commonly 
assessed in both the empirical studies included in our review 
and TCA applications in general (Lohita, Brooks, and 
Krapfel 1994). There are at least two reasons behind its pop- 
ularity: First, many ТСА studies involve contexts in which 
human investments represent a substantial and important 
cost of doing business (e.g., sales, purchasing). Second, 
human specific assets lend themselves to a wide variety of 
measurement approaches, both directly through secondary 
data sources, such as sales reports, and indirectly through 
survey instruments. 
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Transaction cost analysis researchers typically treat 
human asset specificity as a latent construct and assess it 
using multi-item scales. The most commonly used measure 
of human asset specificity is Anderson's (1985, 1988) ten- 
item company nature scale. This scale "reflects how neces- 
sary it is for salespeople to forge working relationships with 
the firm in order to be effective and how much salespeople 
must learn" (Anderson 1985, p. 243). Variations of this mea- 
sure also have been successfully employed by Anderson and 
Schmittlein (1984), Heide and John (1988, 1990, 1992), 
John and Weitz (1989), Klein (1989), Klein and Roth 
(1990), Klein, Frazier, and Roth (1990), Maltz (1993, 1994), 
Stump and Heide (1996), and Weiss and Anderson (1992). 
Across all of these studies, this measure consistently demon- 
strates high levels of unidimensionality and internal consis- 
tency. Furthermore, this measure appears to have an accept- 
able degree of convergent and discriminant validity (for 
validity test information, see Heide and John 1990; Klein, 
Frazier, and Roth 1990). 

Other multi-item measures that focus on human asset 
specificity and appear to display reasonable internal consis- 
tency can be found in Anderson and Coughlan's (1987), 
Erramilli and Rao's (1993), and Sriram, Krapfel, and 
Spekman's (1992) studies. А few TCA studies employ sin- 
gle-item measures of either human specific assets (e.g., 
Bucklin and Sengupta 1993; John and Weitz 1988; Walker 
and Poppo 1991) or asset specificity in general (e.g., Parkhe 
1993). For example, John and Weitz (1988) measure human 
asset specificity by using a single item that assesses the 
length of ште a newly hired salesperson would need to 
become familiar with the firm's products and custorners. 

Although human asset specificity is typically measured 
through some form of survey instrument, many studies 
assess this construct through secondary data indicants. For 
example, Monteverde and Teece (1982a) assess human asset 
specificity by obtaining engineering cost ratings for auto- 
mobile components. Studies by Masten and colleagues fol- 
low a similar approach (i.e., Masten 1984; Masten, Meehan, 
and Snyder 1989, 1991). Indicants such as these provide 
only an approximate specification of the construct, which 
leads to potential construct validity problems. However, 
given the constraints of secondary data, more direct mea- 
sures may not be available. In such situations, multimethod 
approaches may be needed to establish construct validity 
prior to testing substantive hypotheses. 


3. Environmental uncertainty. As is theorized in the TCA 
literature, environmental uncertainty refers to “unantici- 
pated changes in circumstances surrounding an exchange” 
(Noordewier, John, and Nevin 1990, p. 82). Among all the 
TCA constructs, environmental uncertainty seems to be the 
most problematic from a measurement standpoint. Specifi- 
cally, there appear to be two competing operationalizations 
of this construct. The most commonly held perspective 
emphasizes the unpredictable nature of the external environ- 
ment, whereas the second view examines both unpre- 
dictability and complexity. 

The most popular operationalization of environmental 
uncertainty focuses on the unpredictability of the environ- 
ment. For example, Anderson (1985, 1988), uses a nine-item 
scale that addresses elements related to both the instability 
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associated with environmental turbulence (e.g., complexity, 
volatility) and the dangers of venturing into new activities 
(e.g., new markets, new sales). Heide and John (1990) also 
conceptualize environmental uncertainty as unpredictability, 
but differ from Anderson in their operationalization by spec- 
ifying two different types of unpredictability, volume and 
technological. Heide and John’s (1990) technological unpre- 
dictability scale is also employed by Stump and Heide 
(1996). John and Weitz (1989) and Noordewier, John, and 
Nevin (1990) use similar measures of the unpredictability 
aspect of environmental uncertainty. 

The opposing view of environmental uncertainty comes 
from Klein and colleagues (Klein 1989; Klein, Frazier, and 
Roth 1990). These scholars operationalize environmental 
uncertainty as a two-dimensional concept that entails ele- 
ments of both unpredictability and changeability. Moreover, 
they suggest that these two types of uncertainty have oppos- 
ing influences on governance structures. Specifically, they 
posit that whereas unpredictability encourages firms to form 
hierarchical mechanisms, changeability has just the opposite 
effect. For example, Klein (1989) distinguishes between 
dynamism and complexity as elements of environmental 
uncertainty. He defines uncertainty-dynamism as “the rate at 
which changes in the environment occur,” and uncertainty- 
complexity as "the degree to which the respondent рег- 
ceived the environment as simple or complex" (p. 257). 

Having reviewed both of these two alternative conceptu- 
alizations of environmental uncertainty, the obvious ques- 
tion is, Which provides the appropriate conceptual domain 
for further TCA investigations? Ultimately, the answer must 
be made on theoretical grounds. If a researcher has reason to 
expect that key elements of the external environment could 
possibly act as a disincentive for hierarchical modes of gov- 
егпапсе, a multidimensional operationalization such as 
Klein's (1989) may be in order. In the absence of such a the- 
oretical supposition, the traditional unpredictability opera- 
tionalization may be sufficient. Another important point of 
consideration is the study context. For example, though the 
traditional unpredictability view of environmental uncer- 
tainty has commonly been employed in a domestic chan- 
nel-relations context (e.g., Anderson 1985; Heide and John 
1990), in which complexity is likely to be manageable, the 
context for Klein's (1989) and Klein, Frazier, and Roth's 
(1990) studies concerns foreign market entry decisions, in 
which complexity is likely to be a much greater concern. 

In addition to these multiple-item measures, a few stud- 
ies also have assessed the environmental uncertainty con- 
struct through single-item measures (e.g., Anderson and 
Schmittlein 1984; Masten 1984; Masten, Meehan, and Sny- 
der 1991). For example, Anderson and Schmittlein (1984, p. 
391) measure uncertainty as the "expected deviation 
between forecast and actual sales.” Masten (1984) and Mas- 
ten, Meehan, and Snyder (1991) employ a more question- 
able approach by asking survey respondents to classify com- 
ponents into dichotomous categories on the basis of their 
complexity. 

Finally, environmental uncertainty also claims a wide 
variety of conceptual and empirical operationalizations 
among TCA scholars who employ secondary data sources. 
For example, Osborn and Baughn (1990) focus on techno- 


logical intensity as indicated by size of research and devel- 
opment-to-sales ratios. Other secondary indicants of envi- 
ronmental uncertainty include Levy's (1985) use of stock 
market returns as an indicant of unanticipated events and 
Gatignon and Anderson's (1988) classification of country 
risk as an indicant of unpredictability. 


4. Behavioral uncertainty. Transaction cost analysis 
views behavioral uncertainty as arising from the difficulties 
associated with monitoring the contractual performance of 
exchange partners (Williamson 1985). Compared to both 
asset specificity and environmental uncertainty, behavioral 
uncertainty has far fewer operationalizations. Thus, our 
assessment of this construct and its measurement is rela- 
tively straightforward. 

Most of the studies in our review conceptualize behav- 
ioral uncertainty as the degree of difficulty associated with 
assessing the performance of transaction partners. This con- 
ceptualization appears to bear a close resemblance to 
Williamson's (1985) theoretical discussion of behavioral 
uncertainty. Once again, we see that many studies employ 
operationalizations that build on the work of Anderson 
(1985). Anderson views behavioral uncertainty as synony- 
mous with the difficulty of evaluating (sales force) perfor- 
mance and assesses this construct with a seven-item scale, 
focusing on such factors as the degree of team sales and the 
accuracy of sales records. Anderson (1988) and Anderson 
and Schmittlein (1984) use variations of this measure. Sev- 
eral other studies use similar types of measures and concep- 
tualize behavioral uncertainty as fundamentally an issue of 
performance assessment (e.g., Heide and John 1990; John 
and Weitz 1989; Stump and Heide 1996; Weiss and Ander- 
son 1992). 

Similar to both of the other two TCA dimensions, a few 
studies in our sample employ single-item measures of 
behavioral uncertainty. For example, Anderson and Schmit- 
tlein (1984) measure behavioral uncertainty as a single-item 
measure relating to the perceived difficulty of equitably 
measuring the results of individual salespeople. Bucklin and 
Sengupta (1993) and John and Weitz (1988) also use single- 
item behavioral uncertainty measures. In contrast to asset 
specificity and environmental uncertainty, there appear to be 
few secondary measures of behavioral uncertainty. Admit- 
tedly, such measures might be difficult to extract from sec- 
ondary data sources. Among the studies in our review, 
Gatignon and Anderson's (1988) use of the level of interna- 
tional experience as a proxy for performance assessment in 
a foreign market entry context is the only secondary study to 
assess this construct. 


5. General measurement-related concerns. Having com- 
pleted this summary of the conceptualization and measure- 
ment of each element of the TCA framework, we now 
emphasize a few key points and express some general mea- 
surement-related concerns. First, as can be seen from the 
prior discussion, there appears to be a reasonable degree of 
consistency in the conceptualization and measurement of 
the TCA framework. Specifically, several studies build on 
the early work of Anderson (1985, 1988) in developing con- 
ceptual and empirical operationalizations of governance 
structure, asset specificity, environmental uncertainty, and 


behavioral uncertainty. Thus, TCA research appears to have 
answered Day and Klein's (1987, p. 54) call to develop mea- 
sures "that build on previous operationalizations." 

Finally, we recognize one recent measurement develop- 
ment. In contrast to the typical approach of assessing the 
alignment between governance structure and transaction 
dimensions, a small but growing number of TCA 
researchers have attempted to measure transaction costs 
directly. This approach is capable of providing both a more 
direct test of TCA reasoning and an assessment of its nor- 
mative implications. For example, Pilling, Crosby, and Jack- 
son (1994) develop a 20-item measure of anticipated trans- 
action costs that focus on ex ante costs of developing a rela- 
tionship and ex post costs of monitoring performance and 
dealing with opportunistic behavior. Other measures or indi- 
cants of perceived or actual transaction costs can be found in 
Gates's (1989), Leffler and Rucker's (1991), Noordewier, 
John, and Nevin's (1990), Sriram, Krapfel, and Spekman's 
(1992), and Walker and Poppo's (1991) studies. 


How Valid Is Transaction Cost Analysis's 
Conceptual Framework? 


We provide an assessment of the validity of the TCA frame- 
work by synthesizing the key findings of the studies we 
review in terms of governance problems, their antecedent 
conditions, and the governance mechanisms used to manage 
them. 


Safeguarding problem. А safeguarding problem arises 
when a firm deploys specific assets and fears that its partner 
may opportunistically exploit these investments. Thus, the 
antecedents of the safeguarding problem are opportunism 
and asset specificity. Among the studies in our review, safe- 
guarding is the most commonly examined governance prob- 
lem. These studies provide considerable support for TCA's 
hypothesized effects of specific assets and mixed support for 
its assumption about the existence of opportunistic actors. 

Support for the role of opportunism comes from a 
recent lab study by Dutta and John (1995). This study 
reveals that a supplier that controls a market with a monop- 
oly position is more likely to engage in price hikes than a 
supplier that shares the market with another supplier. Thus, 
this study lends support to Williamson's (1985) proposition 
that small-numbers bargaining leads to opportunistic 
exploitation. Additional support for opportunism comes 
from Anderson (1988), who finds that a direct sales force 
displays less opportunistic behavior than do manufacturers' 
representatives. 

Somewhat contradictory evidence regarding the role of 
opportunism is also available among the studies in our 
review. In his examination of opportunistic behavior in 
interfirm relationships, John (1984, p. 287) reaches the fol- 
lowing conclusion: 


It appears that opportunism can be viewed usefully as an 
endogenous variable that is evoked by certain antecedents 
within a long-run relationship. In other words, individuals 
may not always behave opportunistically even 1f condi- 
tions permit such behavior. Refusals to honor agreements 
and misrepresentation of intentions cannot be taken for 
granted. Rather, they are induced by certain other factors. 
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In accordance with John's (1984) contention, Palay (1984) 
finds that idiosyncratic investments in rail freight relation- 
ships often lead to the development of trust between 
exchange parties. Finally, in his study of strategic alliances, 
Parkhe (1993) finds that opportunistic behavior among 
alliance partners is commonly attenuated by a history of 
prior cooperation. 

Although the literature is mixed regarding the extent of 
opportunism in exchange relationships, it appears that 
when opportunism is present, it has a negative impact on 
performance. For example, Parkhe (1993) finds that oppor- 
tunistic activities by a strategic alliance partner diminishes 
alliance performance. Indirect evidence of the perfor- 
mance-diminishing effects of opportunism comes from 
Pilling, Crosby, and Jackson (1994), who show that high 
levels of opportunism weaken the relational focus between 
buyers and suppliers. 

"Transaction cost analysis proposes that, because of the 
opportunistic behavior of trading partners, high levels of 
asset specificity increase the costs of safeguarding contrac- 
tual agreements. The few studies in our review that try to 
measure actual or perceived transaction costs provide sup- 
port for this proposition. For example, in their experimental 
study, Pilling, Crosby, and Jackson (1994) find that asset 
specificity has a significant positive impact on both ex ante 
and ex post transaction costs. Likewise, Walker and Poppo 
(1991) find that specific assets devoted to profit center trans- 
actions within a firm lead to lower transaction costs com- 
pared to specific assets invested in external suppliers. 

When faced with the need to safeguard specific assets 
invested in an exchange relationship, early TCA work 
claimed that a firm generally seeks to minimize its transac- 
tion costs through vertical integration (Williamson 1985). 
This claim is broadly supported by the articles in our review. 
For example, several studies of the make-or-buy decision for 
production components find that parts requiring high levels 
of specific investments are more likely to be internally pro- 
duced than externally sourced (Masten 1984; Masten, Mee- 
han, and Snyder 1989, 1991; Monteverde and Teece 1982). 
Likewise, Lieberman (1991) finds that the threat of lock-in 
due to specific investments is positively related to backward 
integration by chemical manufacturers. High levels of 
investment in specific assets also are related positively to a 
firm's probability of integrating both its warehousing and 
shipping functions (Maltz 1993, 1994). 

Other evidence for the use of vertical integration as a 
safeguard for specific assets comes from several studies of 
foreign market entry, which find that asset specificity is 
related positively to the use of higher levels of control in for- 
eign markets (Anderson and Coghlan 1987; Erramilli and 
Rao 1993; Gatignon and Anderson 1988; Klein 1989; Klein, 
Frazier, and Roth 1990; Klein and Roth 1990). Likewise, in 
a domestic context, there is widespread support for the inte- 
gration of the personal selling function under conditions of 
high asset specificity (Anderson 1985, 1988; Anderson and 
Schmittlein 1984; John and Weitz 1988). Other examples of 
positive relationships between specific assets and vertical 
integration are provided by both Levy (1985) and Walker 
and Poppo (1991). 
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As was noted previously, recent work in TCA theory 
(e.g., Williamson 19915, 1996) suggests that firms can safe- 
guard their specific assets through a wide range of hybrid 
governance mechanisms, such as pledges and bilateral con- 
tracting. These hybrid governance modes fall into two gen- 
eral categories. One maintains a discrete separation between 
the exchange parties and enforces agreements through con- 
tractual authority. The other fosters closer ties between 
exchange partners and enforces agreements through appeals 
to common interests. Following Heide’s (1994) recent typol- 
ogy of governance structures, we respectively refer to these 
two types of hybrid mechanisms as unilateral and bilateral. 
Both types of governance structures are alternatives to mar- 
ket transactions and vertical integration for presenting viable 
safeguarding mechanisms. 

Unilateral hybrid governance mechanisms provide a way 
to safeguard specific assets by solidifying ex ante agree- 
ments with an exchange partner. For example, faced with a 
high degree of site specificity, coal suppliers that are “mine- 
mouthed” next to an electrical utility plant safeguard their 
specific assets by entering long-term contractual arrange- 
ments (Joskow 1987). Similarly, Bucklin and Sengupta 
(1993) find that under conditions of high levels of specific 
investments, co-marketing alliance partners reduce power 
imbalances through formal contracts that build exit barriers, 
exclusive dealing, and financial incentives into the relation- 
ship. Other examples of how unilateral hybrid mechanisms 
can solidify an ex ante agreement can be seen in Monteverde 
and Teece’s (1982b) and Stump and Heide’s (1996) studies. 

In contrast to the unilateral mechanisms, bilateral hybrid 
governance structures appear to provide a firm with a way to 
safeguard its specific assets by developing closer ties with 
its exchange partners. For example, Heide and John (1990) 
find that suppliers that have specific assets invested in a 
manufacturer establish close ties with that manufacturer by 
means of joint action and expectations of continuity. In a 
related study, Heide and John (1992) show that relational 
norms (i.e., flexibility, information exchange, and solidarity) 
are present in buyer-supplier relationships and enable buy- 
ers to protect their specific investments by gaining control 
over supplier decision making, thus reducing the hazards of 
opportunism. Support for the development of relational 
norms also can be found in Anderson and Weitz's (1992) 
and Palay's (1984) studies. 

In summary, though TCA's assumption of opportunism 
receives mixed support from the studies in our review, the 
use of governance in general and vertical integration in par- 
ticular as a means of safeguarding specific assets is broadly 
confirmed. Empirical applications of TCA clearly show that 
many firms attempt to safeguard their specific assets from 
possible opportunistic behavior through vertical integration. 
However, these studies also demonstrate that in addition to 
vertical integration, firms can protect their specific assets by 
pursuing a variety of unilateral and bilateral hybrid gover- 
nance mechanisms, such as quasi integration, selection pro- 
cedures, and the development of relational norms. 


Adaptation problem. Ап adaptation problem is created 
when a firm whose decision makers are limited by bounded 
rationality has difficulty modifying contractual agreements 


to changes in the external environment. Thus, the 
antecedents of the adaptation problem are bounded rational- 
ity and environmental uncertainty. Because none of the stud- 
ies in our review explicitly assesses bounded rationality, we 
focus our discussion on environmental uncertainty Overall, 
these studies present mixed support for TCA's hypothesized 
effects of environmental uncertainty. 

According to TCA, high levels of environmental uncer- 
tainty increase the costs of adapting contractual agreements. 
Only one study in our review explicitly assesses the impact 
of environmental uncertainty on transaction costs (Pilling, 
Crosby, and Jackson 1994). In this study, Pilling, Crosby, 
and Jackson find that environmental uncertainty has a sig- 
nificant positive effect on the ex ante costs of developing an 
exchange relationship but has no effect on the ex post costs 
of activity monitoring. Klein and Roth (1993) provide indi- 
rect support for the impact of environmental uncertainty on 
transaction costs by finding that firms facing lower levels of 
environmental uncertainty exhibit higher levels of satisfac- 
tion with their channel partners than firms facing higher lev- 
els of environmental uncertainty. Williamson (1985) posits 
that, when faced with the need to adapt to an uncertain envi- 
ronment, a firm will seek to minimize its transaction costs 
through vertical integration. This proposition garners only 
partial support from the TCA studies included in our review. 
Specifically, though some researchers find TCA's antici- 
pated effects of environmental uncertainty, others find no 
effects of environmental uncertainty, and still others find 
that some types of environmental uncertainty actually act as 
a disincentive to vertical integration. 

Compared to asset specificity, the studies in our review 
provide limited support for TCA's hypothesized effects of 
environmental uncertainty. Only a few of the studies that 
measure environmental uncertainty find it positively related 
to either vertical integration or hybrid forms of governance. 
For example, Levy (1985) finds that manufacturing firms 
with high levels of environmental uncertainty exhibit higher 
levels of vertical integration compared to firms with lower 
levels of uncertainty. Similarly, John and Weitz (1988) show 
that environmental uncertainty is related positively to for- 
ward vertical integration among manufacturers of industrial 
products. Masten (1984) finds that, when faced with high 
levels of environmental uncertainty, manufacturers are more 
likely to produce an assembly component internally than to 
purchase it from an external supplier. 

In contrast to the studies described previously, many 
other TCA applications are considerably less sanguine in 
their support for TCA's hypothesized effects of environmen- 
tal uncertainty. For example, Anderson and Schmittlein 
(1984) and Maltz (1994) find that environmental uncertainty 
has no significant impact on vertical integration. Other stud- 
ies suggest that environmental uncertainty has a positive 
impact on vertical integration, but only through its interac- 
tion with other transaction-related factors, such as asset 
specificity (Anderson 1985) or the level of market competi- 
tion (Walker and Weber 1987). Still other studies find that 
the relationship between environmental uncertainty and ver- 
tical integration may be nonmonotonic (Klein, Frazier, and 
Roth 1990; Masten, Meehan, and Snyder 1991). Finally, 
many studies suggest that environmental uncertainty may be 


multidimensional and that different dimensions may have 
different effects. 

Walker and Weber (1984) were the first TCA researchers 
to uncover the multidimensional nature of environmental 
uncertainty. They find that though high levels of volume 
uncertainty influenced an automobile manufacturer to make 
rather than buy a component, technological uncertainty had 
no impact on make-or-buy decisions. Heide and John (1990) 
find that technological unpredictability decreases expecta- 
tions of relationship continuity, whereas volume unpre- 
dictability has no impact on continuity expectations in 
buyer-supplier relationships. Heide and John (1990) suggest 
that this negative impact of technological unpredictability 
results from the fear of being locked into a technology that 
may become obsolete. Likewise, Balakrishnan and Werner- 
felt (1986) find that uncertainty in the form of technological 
obsolescence has a negative impact on vertical integration 
by manufacturers. Finally, Stump and Heide (1996) show 
that technological uncertainty decreases a supplier's will- 
ingness to invest in buyer-specific assets. 

In addition to the fear of technological obsolescence, the 
dangers associated with operating in unfamiliar or quickly 
changing environments also appear to act as disincentives 
against vertical integration. For example, Klein (1989) 
shows that high levels of environmental complexity encour- 
age exporters to exert higher levels of vertical control in for- 
eign markets, whereas environmental dynamism (i.e., the 
rate of change) encourages exporters to exert lower levels of 
control. Likewise, Klein, Frazier, and Roth (1990) find that 
the presence of multiple sources of uncertainty in the envi- 
ronment (i.e., diversity) increases the likelihood of serving a 
foreign market through the use of external agents or distrib- 
utors. The negative impact of environmental uncertainty on 
foreign market investment also is seen in Gatignon and 
Anderson’s (1988), Hu and Chen’s (1993), and Osborn and 
Baughn’s (1990) studies. 

In summary, the role of governance as a means of adapt- 
ing to uncertain environments receives mixed support from 
the studies in our review. Although a few TCA researchers 
find that environmental uncertainty is positively associated 
with vertical integration, a greater number of researchers 
show that, in some contexts, environmental uncertainty 
either has no impact on vertical integration or acts as a dis- 
incentive against integration. Environmental uncertainty is a 
multidimensional construct, and firms are hesitant to adopt 
a hierarchical governance structure when this uncertainty 
entails risks of either unfamiliar operating environments or 
technological obsolescence. 


Performance evaluation problem. A performance evalu- 
ation problem arises when a firm whose decision makers are 
limited by bounded rationality has difficulty assessing the 
contractual compliance of its exchange partners. Thus, the 
antecedents of the performance evaluation problem are 
bounded rationality and behavioral uncertainty. Because 
none of the studies in our review explicitly assesses bounded 
rationality, we focus our discussion on behavioral uncer- 
tainty. Although performance evaluation is the least com- 
monly investigated governance problem, several studies in 
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our review provide considerable support for TCA's hypoth- 
esized effects of behavioral uncertainty. 

Transaction cost analysis claims that high levels of 
behavioral uncertainty increase the costs of evaluating the 
performance of exchange partners. Unfortunately, none of 
the studies in our review formally tests the relationship 
between behavioral uncertainty and transaction costs. 
Assuming that such a relationship exists, Williamson (1985) 
claims that firms try to minimize the costs of evaluating the 
performance of their exchange partners through the mecha- 
nism of vertical integration. This assertion receives strong 
support from the empirical TCA studies in our review. 

A series of studies by Anderson and colleagues show 
that behavioral uncertainty is positively related to a manu- 
facturer's decision to employ a direct sales force rather than 
manufacturers’ representatives (Anderson 1985; Anderson 
and Schmittlein 1984; Weiss and Anderson 1992). Further- 
more, both Anderson (1985) and Anderson and Schmittlein 
(1984) examine the full TCA model (i.e., asset specificity, 
environmental uncertainty, behavioral uncertainty, and fre- 
quency) and find that behavioral uncertainty produces the 
strongest effect sizes among all four dimensions. Both 
Gatignon and Anderson (1988) and John and Weitz (1988) 
provide additional support for the positive relationship 
between behavioral uncertainty and vertical integration. 

In addition to fostering higher levels of vertical integra- 
tion, firms attempt to reduce the performance evaluation 
costs associated with behavioral uncertainty through the 
use of hybrid governance mechanisms. For example, Heide 
and John (1990) show that behavioral uncertainty faced by 
manufacturers is positively related to the degree to which 
they seek supplier qualification through such activities as 
evaluating the supplier's engineering and manufacturing 
capabilities. 

In summary, though none of the studies in our review 
tests either the assumption of bounded rationality or the 


relationship between behavioral uncertainty and transaction 
costs, TCA's claim that firms employ vertical integration as 
a means of easing the burden of performance evaluation is 
broadly supported. Empirical applications of TCA clearly 
show that firms attempt to manage the performance evalua- 
tion problem through both vertical integration and hybrid 
governance structures. 


Theoretical Questions and 
Further Research 


As can be seen from the preceding review, TCA research is 
faced with several unanswered questions. In this section, we 
consider these questions in conjunction with some recent 
critiques of TCA to identify key issues for further research. 
In particular, we focus on (1) the concept of transaction 
costs, (2) TCA's behavioral assumptions, (3) the effects of 
environmental uncertainty, (4) TCA's unit of analysis, and 
(5) the governance decision. 


The Concept of Transaction Costs 


As several TCA critics have noted, the concept of transac- 
tion costs was not articulated clearly in Williamson’s (1975, 
1985) original framework (see Dow 1987; Kay 1992). Cur- 
rently, however, the nature of these costs is much better 
understood. In Table 2, we summarize the source and 
nature of the most common forms of transaction costs. А5 
is shown in this table, transaction costs may arise in the 
form of direct or opportunity costs (Malone 1987; Masten, 
Meehan, and Snyder 1991). These costs are directly related 
to asset specificity, environmental uncertainty, and behav- 
ioral uncertainty. 

As was noted previously, asset specificity creates a safe- 
guarding problem (Rubin 1990). Without appropriate safe- 
guards, firms face the risks of expropriation (ex post) or pro- 





TABLE 2 
Sources and Types of Transaction Costs 
Asset Environmental Behavioral 
Specificity Uncertainty Uncertainty 
А. Source of Transaction Costs 
Nature of Governance 
Problem Safeguarding Adaptation Performance Evaluation 
B. Type of Transaction Costs 
Direct Costs Costs of crafting Communication, negotiation, Screening and selection 
safeguards and coordination costs costs (ex ante) 
Measurement costs 
(ex post) 
Opportunity Costs Failure to invest in Maladaptation; Failure to identify 


productive assets 


appropriate partners 
(ex ante) 


Failure to adapt 


Productivity losses through 
effort adjustments 
(ex post) 
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ductivity losses resulting from the failure to invest in spe- 
cialized assets (ex ante). For example, to discourage oppor- 
tunism on the part of their principal, manufacturers' agents 
incur direct costs in order to develop ties with their down- 
stream customers (Heide and John 1988). Without such 
safeguards, an agent's market development efforts couid be 
exploited, or such investments may not be made at all. 

Environmental uncertainty creates an adaptation prob- 
lem. The associated transaction costs include the direct costs 
of communicating new information, renegotiating agree- 
ments, or coordinating activities to reflect new circum- 
stances. А failure to adapt involves an opportunity cost of 
maladaptation (Malone 1987). For example, an original 
equipment manufacturer (OEM) may need to incur consid- 
erable transaction costs in order to motivate an external sup- 
plier to modify the design of the components that constitute 
its end product (Walker and Weber 1984). A failure to under- 
take such changes, however, may place the OEM at a com- 
petitive disadvantage relative to other manufacturers. 

Behavioral uncertainty gives rise to a performance evalu- 
ation problem. To the extent that a party's true level of per- 
formance is not readily apparent, direct measurement costs 
may need to be incurred. These may be in the form of mea- 
suring outputs or behaviors (Eisenhardt 1985). In the original 
ТСА framework, because of the need to prevent opportunis- 
tic exploitation, evaluation problems give rise to measure- 
ment costs. Ouchi (1979) provides a different account of this 
process. According to Ouchi, measurement costs are incurred 
in order to distribute rewards across parties in an equitable 
fashion. If rewards are not allocated equitably, a party may 
eventually reduce its individual efforts. Thus, a performance 
measurement failure may lead to opportunity costs in the 
form of productivity losses. For example, a failure on the part 
of a manufacturer to monitor and control free riding across 
sales territories could cause distributors to reduce their sales 
efforts for the manufacturer's brands, which ultimately could 
place the firm at a competitive disadvantage. 

Behavioral uncertainty causes difficulty because of ex 
post information asymmetry regarding task performance. 
Information asymmetry also may exist ex ante, because of 
an inability to ascertain a party's true characteristics prior to 
exchange. Typically referred to as adverse selection 
(Akerlof 1970), this problem is more commonly associated 
with agency theory than with TCA per se. For our purposes, 
however, we note that this form of information asymmetry 
gives rise to direct transaction costs in the form of selection 
and screening efforts designed to identify appropriate 
exchange partners a priori (Bergen, Dutta, and Walker 
1992). The relevant opportunity costs are associated with 
losses resulting from establishing relationships with parties 
that lack needed skills or motivation. 

The preceding discussion highlights some important 
aspects of transaction costs. First, such costs may be 
incurred both ex ante, ın connection with selection or infor- 
mation gathering, and ex post, 1n connection with measure- 
ment and enforcement. Second, the relevant opportunity 
costs, though not as well understood as the direct costs, may 
be important determinants of firm performance. The poten- 
tial inability to use specialized assets and adapt to changing 
circumstances or more generally to the foregone profits 


from “valuable deals that won't be done" (Calfee and Rubin 
1993, p. 164) suggests that a firm's governance decision not 
only influences costs in a narrow sense, but also is an impor- 
tant determinant of value. This point has not always been 
recognized in previous research (Zajac and Olsen 1993). 

One frequently expressed concern is that despite TCA's 
explicit normative orientation, there is limited empirical evi- 
dence of the performance effects of following TCA's guide- 
lines. Most of the studies in our review are limited to docu- 
menting whether firms follow TCA prescriptions rather than 
to examining how firm decisions affect performance. Tran- 
sition cost analysis researchers have justified this descrip- 
tive-oriented approach by intentionally studying competitive 
industries, in which the survivors are assumed to follow nor- 
mative decision rules (Shelanski and Klein 1995).6 

The limited research on TCA's performance implica- 
tions makes it difficult to assess fully its theoretical value 
and empirical validity. As can be seen in our review, a small 
but growing number of researchers (e.g., Heide and John 
1988; Noordewier, John, and Nevin 1990; Pilling, Crosby, 
and Jackson 1994; Sriram, Krapfel, and Spekman 1992; 
Walker and Poppo 1991) have attempted to measure trans- 
action costs or performance dimensions. We encourage 
future researchers to further these efforts by developing reli- 
able and valid measures of transaction costs and examining 
the performance implications of aligning governance prob- 
lems and structures. 

Two related areas of further research also deserve sub- 
stantial attention. First, though TCA recognizes that gover- 
nance decisions involve a trade-off between transaction and 
production costs, few studies have examined the role of pro- 
duction costs. In addition, there is a considerable degree of 
divergence among the studies that do include production 
costs, as some researchers find that production costs have a 
greater impact on governance structures than transaction 
costs (e.g., Klein, Frazier, and Roth 1990; Walker and Weber 
1984, 1987), whereas others find just the opposite (e.g., 
Anderson 1985; John and Weitz 1988). Clearly, further 
research is needed to clarify the role of production costs vis- 
à-vis transaction costs in determining appropriate gover- 
nance structures. 

In addition to the role of production costs, further 
research is needed to assess the impact of the costs associ- 
ated with internal organization. Examples of internal orga- 
nization costs include the costs of monitoring employees, 
administrative overhead, and bureaucratic inefficiency due 
to political posturing (Anderson 1985; Masten, Meehan, and 
Snyder 1991). Williamson (1985) acknowledges that inter- 
nal organization possesses inherent problems, such as “low- 
powered" incentives relative to markets. Other scholars have 
argued that transaction costs exist within firms, as well as in 
markets (e.g., Demsetz 1991; Dow 1987; Eccles 1985). 
Unfortunately, empirical evidence regarding the impact of 





SAccording to Shelanski and Klein (1995, р 338), TCA and 
many of its extant empirical tests are based on the implicit assump- 
tion that “market forces bring about an efficient sort between trans- 
actions and governance structures, so that exchange relationships 
observed in practice can be explained in terms of transaction cost 
economizing." 
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the costs of internal organization is scarce. In one of the few 
empirical studies on internal organization costs, Masten, 
Meehan, and Snyder (1991) find that these costs account for 


approximately 1496 of the total costs of component procure- 


ment for a large naval project. More important, Masten, 
Meehan, and Snyder's findings suggest that asset specificity 
leads to internal organization, not by increasing the costs of 
market exchange (as TCA suggests) but by decreasing the 
costs of internal organization. 


Transaction Cost Analysis's Behavioral Assumptions 


As was noted previously, TCA is built on two key behavioral 
assumptions: bounded rationality and opportunism. Each of 
these assumptions has received considerable scrutiny in 
recent years. 


Bounded rationality. In general, bounded rationality 
appears to be the least controversial of TCA’s two assump- 
tions. However, two specific critiques deserve mention. 
First, bounded rationality has sometimes been interpreted as 
an indication of stupidity on the part of economic actors. 
This is an incorrect interpretation. Bounded rationality sim- 
ply means that certain physical limits exist on the human 
ability to process information. Decision makers are inten- 
tionally rational, but only limitedly so (Simon 1961). The 
limitations of human decision making have been well docu- 
mented in the literature and include such shortcomings as 
overconfidence, competitive blind spots, and improper valu- 
ation of gains and losses (e.g., Kahneman and Tversky 1979; 
Mahajan 1992; Zajac and Bazerman 1991). 

A more interesting issue is the apparent inconsistency 
between TCA’s original use of the bounded rationality con- 
cept and more recent references to farsightedness 
(Williamson 1991а). At first glance, farsightedness, or the 
ability to anticipate future exchange conditions, appears 
counter to bounded rationality’s focus on cognitive limita- 
tions. It should be noted, however, that TCA’s use of the 
term farsightedness pertains to the ability to anticipate con- 
ditions of dependence that are created by specific invest- 
ments (Williamson 1993, p. 461). It does not include the 
ability to “specify complete decision trees” ex ante 
(Williamson'1975, p. 23). Thus, bounded rationality and the 
resulting inability to write comprehensive contracts remain 
an important part of TCA. 


Opportunism. Compared to bounded rationality, TCA’s 
assumption of opportunism is considerably more controver- 
sial (Donaldson 1990; Ghoshal and Moran 1996). Much of 
the controversy has focused on whether TCA’s notion of 
opportunism is descriptively accurate, or whether terms 
such as trust more closely describe how exchange partners 
behave. In our opinion, this particular critique of TCA is 
somewhat misplaced.7 As was noted previously, TCA does 


71 should be noted that TCA is not alone ın recognizing oppor- 
tunistic behavior. For example, opportunism appears prominently 
in both theories of bureaucracy (e.g., Crozier 1964) and interper- 
sonal relations (e.g., Goffman 1969). Accounts of opportunism and 
exploitation can also be found in various versions of power-depen- 
dence theory (e.g., Hickson et al 1971; Pfeffer and Salancik 1978). 
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not assume that all social actors are opportunistically 
inclined, only that some actors behave opportunistically, and 
it 1s difficult and costly to identify opportunistic actors ex 
ante (Bamey 1990). Furthermore, the current TCA literature 
explicitly acknowledges that opportunism is an endogenous 
variable, rather than an invariable and fixed condition 
(Anderson 1988; John 1984). 

On the basis of recent research, we believe that there are 
other questions surrounding opportunism that warrant 
greater attention. These questions pertain to (1) the proper 
labeling of relationship behaviors, (2) the antecedents of 
these behaviors, and (3) the implications of deviations from 
opportunism. In regard to the first, Chiles and McMackin 
(1996) draw a distinction between real trust and trust-like 
behaviors. In his recent work, Williamson (1993, 1994a, b) 
expresses a similar view and warns against combining seem- 
ingly similar behaviors into a common category and label- 
ing it "trust." Real trust originates from the social context of 
a particular relationship through social norms, such as reci- 
procity (Gouldner 1960), or through personal relationships 
(Granovetter 1985; Macaulay 1963). In contrast, trust-like 
behaviors can be explained by economic calculus or the 
presence of incentive structures that promote relationship- 
oriented behaviors or restrain opportunism. For example, 
Axelrod's (1984) research on the prisoner's dilemma sug- 
gests that cooperation can be promoted among self-inter- 
ested parties if the structure of the game permits rewarding 
or punishing prior moves. In this scenario, cooperation is 
determined purely by self-interest or "calculativeness." 
Thus, though shared purposes and common goals (Zajac and 
Olsen 1993) are important in business relationships, the real 
1ssue is how they arise. In the absence of preexisting norms, 
this may require developing incentives that produce a "sim- 
ilarity of selfish interest" (Macneil 1981, p. 1034). 

Ultimately, the most important question surrounds the 
implications of deviations from opportunism. Recall that 
the basic premise of TCA is that the risk of opportunism 
creates a need for formalized governance structures. Sev- 
eral researchers have argued on conceptual grounds that 
trust, due to either social norms or personal relations, may 
serve as a substitute for formal mechanisms such as con- 
tracts and direct controls (e.g., Griesinger 1990; Hill 1990; 
Macaulay 1963). The empirical evidence on this issue is 
both limited and mixed. In support of the substitution 
hypothesis, Gulati (1995) finds that previous alliances 
between a set of parties reduce the need for explicit (i.e., 
equity-based) governance in subsequent alliances. Like- 
wise, Stump and Heide (1996) show that early supplier. 
qualification efforts tend to reduce buyers’ subsequent 
monitoring efforts. А different pattern of results emerges 
from Heide and John's (1992) study of buyer-supplier rela- 
tionships. They find that the presence of relationship-spe- 
cific norms enhances a buyer's ability to acquire control 
over a supplier. By themselves, however, norms have. no 
effect on buyer control. Thus, norms serve as moderators of 
control, rather than have a direct impact on it. An important 
avenue for further research is to determine the specific con- 
sequences of competing behavioral assumptions. 


The Effects of Environmental Uncertainty 


The impact of environmental uncertainty on governance 
decisions is ambiguous. According to the original TCA 
framework, the effect of external uncertainty is an inability 
to write an a priori comprehensive contract (Williamson 
1985). In turn, an adaptation problem is created, which 
involves potential transaction costs in connection with mod- 
ifying relationships to changing circumstances. The original 
prediction, however, is that adaptation is only problematic in 
the presence of specific assets (Williamson 1975). If specific 
assets make an exchange partner difficult to replace, because 
of a high level of switching costs, requests for adaptation 
may be opportunistically exploited. For example, a partner 
may demand concessions or engage in costly haggling and 
create holdup costs. In the absence of specific assets, how- 
ever, the adaptation problem can be managed simply by 
replacing an incumbent exchange partner with a new one. 
Thus, in a statistical sense, TCA’s original framework 
hypothesizes an interaction effect between environmental 
uncertainty and asset specificity. 

Few studies report evidence of the interaction between 
environmental uncertainty and asset specificity (e.g., Ander- 
son 1985; Walker and Weber 1987). In contrast, there is 
abundant evidence of main effects of uncertainty. Several 
different explanations exist for the apparent discrepancy 
between TCA's conceptual framework and the empirical 
evidence. Shelanski and Klein (1995) speculate that 
researchers have simply failed to test for interactions. How- 
ever, at least three studies in our review test this interaction 
but find no significant effects (1.е., Anderson and Schmit- 
tlein 1984; Gatignon and Anderson 1988; Klein, Frazier, and 
Roth 1990). A more plausible explanation, suggested by 
both Noordewier, John, and Nevin (1990) and Klein, Fra- 
zier, and Roth (1990), is that what appears in the extant stud- 
ies as main effects may actually be interactions. For exam- 
ple, Noordewier, John, and Nevin do not explicitly measure 
asset specificity in their study, but assume that asset speci- 
ficity exists at a nonzero level. Thus, their test of uncertainty, 
though not a formal test of an interaction with asset speci- 
ficity, may be consistent with TCA’s notion.of the joint 
effects of these variables. Another possibility is that because 
interactions and main effects often are highly correlated, the 
inclusion of both types of effects leads to an increase in stan- 
dard errors, which makes both effects nonsignificant. For 
example, Klein, Frazier, and Roth (1990) examine the 
effects of asset specificity and environmental uncertainty, 
but find no significant effects for either the interaction term 
or the main effects of uncertainty due to collinearity. 

Although we believe that the latter line of reasoning is 
plausible, it is also possible that the reported main effects 
of environmental uncertainty have a conceptual explana- 
tion. These main effects suggest that the problem created 
by environmental uncertainty is handled more efficiently by 
creating a governance structure that permits adaptation 
within an ongoing relationship, rather than by switching to 
a new partner if changes need to be made. In other words, 
internal organization and other forms of planned gover- 
nance (Williamson 1991b) are inherently superior to mar- 
ket or spontaneous governance with respect to processing 


and responding to new information. In the case of complete 
integration, this is due to the presence of an authority struc- 
ture that can bring about adaptation through fiat 
(Williamson 1985) or command (Lindblom 1977). How- 
ever, even in nonintegrated situations, close relationships 
(Heide and John 1990) may enjoy commonalties in knowl- 
edge and modes of communication (Conner and Prahalad 
1996) that permit more efficient adaptation than does mar- 
ket governance. Therefore, the observed main effects of 
uncertainty are perhaps not surprising. This line of reason- 
ing is consistent with Rangan, Corey, and Cespedes's 
(1993, p. 473) assertion that environmental uncertainty 
should be considered an antecedent of asset specificity, and 
that "uncertainty and asset specificity are sequential rather 
than independent constructs." 

А final comment on uncertainty concerns the relative 
merit of tight versus loose coupling. Research on organiza- 
tion design has suggested that there are limits to the amount 
of uncertainty that can be managed through formal organi- 
zational arrangements (Scott 1987). Extreme levels of 
uncertainty could lead to information processing problems 
of such a magnitude that the loose coupling afforded by 
market governance becomes preferable (Shelanski and 
Klein 1995). It appears that some types of uncertainty (1.е., 
threat of technological obsolescence and instability of for- 
eign markets) may be handled better through market gover- 
nance than through internal organization because of the flex- 
ibility associated with market-based exchanges (Balakrish- 
nan and Wernerfelt 1986; Heide and John 1990; Klein 
1989). In summary, though certain aspects of uncertainty are 
well documented in the empirical research, several unan- 
swered questions remain that deserve further investigation. 


Transaction Cost Analysis's Unit of Analysis 


Consistent with the early work of Commons (1934), TCA's 
modal unit of analysis is the individual transaction. As a 
result, the tendency in previous empirical work has been to 
focus on how individual relationships or exchanges are orga- 
nized at a given point in time (Nooteboom 1992). This 
implicit tendency to focus on single transactions and rela- 
tionships ignores the temporal nature of interorganizational 
relationships. As Sahlins (1972, p. 185) observes, “А mater- 
ial transaction is usually a momentary episode in a continu- 
ous social relation." Expanding the unit of analysis beyond 
single transactions has important implications. First, past 
interactions or exchange episodes (Hakansson and Snehota 
1985) may influence how a new transaction is organized. 
For example, Gulati (1995) shows how the governance fea- 
tures of earlier joint ventures between firms (i.e., the finan- 
cial arrangements used) influence the governance of subse- 
quent ventures. Gulati’s general conclusion is that prior 
learning or experience with a particular exchange partner 
may reduce the need for more formal governance mecha- 
nisms in subsequent transactions. 

In addition to the impact of past relationships, anticipa- 
tion about future exchanges may influence how a present 
exchange is organized. Drawing on Axelrod's (1984) work 
on repeated games, Heide and Miner (1992) show that the 
"shadow of the future," represented by a relationship's 
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expected time horizon, promotes cooperation in the pre- 
sent. Likewise, Parkhe (1993) finds that partners that com- 
mit specific investments (i.e., pledges) to a strategic 
alliance lengthen the shadow of the future, which leads to 
increased alliance performance by reducing the need for 
costly contractual safeguards. In game theory terminology, 
expectations of future exchanges serve as enforcement 
devices because of the ability to reward or punish prior 
“moves.” As Parkhe (1993) notes, important conceptual 
linkages between TCA and game theory could provide 
insights into both perspectives. 

The previous examples show that the time dimension 
within a given relationship has implications for how an indi- 
vidual transaction is governed because of either the past his- 
tory of interorganizational relations or the incentive structure 
created by the expectation of future transactions. In addition, 
the governance of a particular transaction may be influenced 
by other actors within an interorganizational network, either 
directly or indirectly (Anderson, Hakansson, and Johanson 
1994; Hakansson and Snehota 1995). However, the specific 
processes that may occur within an interorganizational net- 
work have not always been clearly described. DiMaggio and 
Powell's (1983) theory of institutional isomorphism provides 
some insight into this issue. The main premise of this theory 
is that organizational decision making may be influenced as 
much by imitation as it is by efficiency. Unlike TCA, which 
attempts to explain governance choice on the basis of certain 
dimensions of a relationship, institutional isomorphism the- 
ory claims that the structure of a given relationship is a ques- 
tion not only of efficient adaptation at the dyadic level, but 
also of imitation throughout a network. For example, recent 
work on population-level learning by Miner and Haunschild 
(1995, p. 155) suggests that in contrast to TCA's emphasis on 
fixed transaction dimensions in determining particular orga- 
nizational forms, “the populatton learning perspective would 
emphasize instead ways in which firms may have copied 
such practices from each other, often believing them to be 
technically useful.” Expanding the unit of analysis is helpful 
in identifying a broader range of governance options than 
what was considered in the original TCA framework. We 
hope that further research will document these governance 
options in greater detail. 


The Governance Decision 


Our review of empirical TCA research highlights some of 
the alternative governance mechanisms used in managing 
interorganizational relationships. Some researchers have 
labeled these alternative governance mechanisms “hybrids” 
and suggest that they can be viewed conceptually as mid- 
points on a continuum ranging from market exchange to 
hierarchical integration (e.g., Williamson 1991b). 

Several other researchers have argued that this hybrid 
perspective is too simplistic and that the market-hierarchy 
continuum obscures the different ways in which relation- 
ships can be organized (e.g., Bradach and Eccles 1989). 
Echoing these thoughts, both Heide (1994) and Robicheaux 
and Coleman (1994) suggest that there is a broad range of 
nonmarket relationships that differ in important and sys- 
tematic ways. For example, some of the studies in our 
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review claim that governance problems can be managed by 
early selection and/or socialization efforts (e.g., Heide and 
John 1990). Other studies focus on the role of incentives 
(e.g., Anderson and Weitz 1992) and the development of 
relational norms (e.g., Heide and John 1992) in governing 
relationships. 

Although many different governance classification 
schemes can be developed, the diversity of governance 
mechanisms identified in previous research raises important 
theoretical and practical questions. First, the relative effec- 
tiveness of different governance mechanisms in addressing 
particular governance problems has not been explored fully. 
For example, is partner selection preferable to incentive 
design for the purpose of minimizing the risk of subsequent 
holdup? Would a manufacturer be better off investing in a 
comprehensive supplier selection process (Stump and Heide 
1996), rather than relying on contractual penalties (Masten 
and Crocker 1985)? 

Second, previous research has identified a range of dis- 
tinct governance problems but has not fully answered how 
the available governance mechanisms align with these prob- 
lems. For example, though partner selection is most com- 
monly associated with information asymmetry problems 
(e.g., Ouchi 1979), it also may minimize the risk of holdup 
(Stump and Heide 1996) as well as facilitate adaptation to 
uncertainty. Thus, any individual governance mechanism 
may serve multiple purposes. 

Third, on a related note, the specific effects of different 
governance mechanisms have not been well documented by 
previous research. As an example, hard contractual provi- 
sions (Joskow 1987) and explicit control (Celly and Frazier 
1996) may serve as effective checks on opportunism. It is 
unclear, however, what other effects such mechanisms have. 
Conceivably, such strategies may produce compliance with- 
out inducing true cooperation (Bonoma 1976). Thus, though 
a large body of empirical evidence has been generated on 
the use of various governance mechanisms, a discriminating 
theory of governance choice is still at an early stage of 
development. 

Fourth and finally, TCA’s aforementioned emphasis on 
individual transactions as the unit of analysis ignores how 
different governance forms can be combined. Transaction 
cost analysis implicitly frames а firm's governance decision 
as a choice between competing alternatives—in its simplest 
form a discrete choice between market, hierarchy, or some 
intermediate or hybrid form (Williamson 1991b). In all of 
this literature, however, the focus is on a single governance 
form. Bradach and Eccles (1989) challenge this view and 
persuasively argue that firms may purposely combine differ- 
ent governance forms by using a “plural forms” approach. 
Although Bradach and Eccles (1989) limit themselves to 
presenting the general argument, subsequent research has 
begun to identify the specific antecedents of such a strategy. 
Bergen and colleagues (1995) provide'the first TCA study of 
plural forms; they use an industrial distribution context, in 
which manufacturers often face the options of either serving 
a particular sales territory entirely with independent agents 
(i.e., market governance) or relying on a combination of 
agents and direct sales to house accounts (i.e., market and 
hierarchical governance). They suggest that a plural forms 


approach permits manufacturers to achieve the benefits typ- 
ically associated with market governance (e.g., scale 
economies, high-powered incentives) while minimizing its 
inherent shortcomings (e.g., risk of opportunistic exploita- 
tion). Specifically, augmenting an agent system with a direct 
sales force permits a manufacturer to manage the safeguard- 
ing and performance evaluation problems that might be 
associated with a (unitary) agent system. As such, a plural 
forms approach may offer governance synergies of various 
kinds. This is an especially important area for future appli- 
cations of TCA. 


Conclusion 
Like all useful theories, TCA has steadily evolved over time 
in response to new theoretical and empirical developments. 
For example, though a workable theory of transaction costs 
had been formulated by the early 1970s, its transaction 
dimensions were not formally specified until around 1980 


(Joskow 1988). Although the marketing discipline has 
recently seen an explosion of TCA research efforts, and 
transaction costs are quickly becoming an established 
research paradigm, the basic theory is still in need of further 
development (Rangan, Corey, and Cespedes 1993). As 
Williamson (1992, p. 349) states, "Transaction cost eco- 
nomics needs to be refined and extended. It needs to be qual- 
ified and focused. It needs to be tested empirically.” 

The first step in refining any theory is to conduct a thor- 
ough assessment of its current status and a synthesis of its 
key findings. By providing a comprehensive and integrative 
review of 45 key empirical examinations of the TCA frame- 
work, along with an agenda for future research efforts, we 
lay the conceptual groundwork for the further refinement 
and extension of TCA investigations both within marketing 
and in related disciplines. We hope this effort provides TCA 
researchers with a useful review of previous TCA research, 
a synthesis of our current knowledge, and a set of fresh 
insights for further investigations of this intriguing theory. 
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Marnik G. Dekimpe, Pierre Francois, Srinath Gopalakrishna, Gary L. Lilien, 
& Christophe Van den Bulte 


Generalizing About Trade Show 
Effectiveness: A Cross-National 
Comparison 


Trade shows are a multibillion-dollar business in the United States and the United Kingdom, but little is known about 
the determinants of trade show effectiveness. The authors build a model that captures differences in trade show 
effectiveness across industries, companies, and two countries. They focus on the differences in trade show effec- 
tiveness measured in a similar way across similar samples of 221 U.S. and 135 UK firm-show experiences between 
1982 and 1993. Although the variables explain different amounts of variance in these two countries and some vari- 
ables tend to have different relative effects, the similarities outweigh the differences. The authors are able to gen- 
eralize about the effect of various show selection (go/not go) variables as well as tactical variables (e.g., booth size, 
personnel) on observed performance. They conclude by discussing the implications of their research for develop- 


ing benchmarks for trade show performance. 


keting mix for many industrial products, constituting 

a multibillion-dollar business both in the United 
States and Europe. They account for about 1096 of the busi- 
ness marketing communications budget of U.S. firms and 
more than 20% of the budget for many European firms 
(Business Marketing 1996; Sandler 1994). According to the 
Trade Show Bureau (1994), the number of trade shows in 
the United States and Canada grew from 3289 to 4316 
between 1989 and 1994, the number of attendees from 60 
million to 85 million, and the number of exhibiting compa- 
nies from 1.0 million to 1.3 million. A further growth of 
more than 3096 15 expected during the 1990s (Trade Show 
Bureau 1994). In the United Kingdom, companies spent 
almost £500 million at more than 600 trade shows in 1988, 
thereby generating more than £1 billion in revenues for the 
exhibition industry (Cope 1989). Almost 10 million visitors 
attended these shows, and it is widely believed that the 
industry grew at an average rate of around 30% a year in the 
1980s (Cope 1989). Industry observers estimate that 6096 of 
the world's major trade shows are located in Europe (Cech 


Т: shows are an important component of the mar- 
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1990), and the growing unification of Europe is expected to 
further stimulate this development (AUMA 1991). 

In spite of their importance on both continents, trade 
shows have received little attention in the academic market- 
ing literature. The few studies on the issue mainly involve 
national shows held in the United States and are mostly 
descriptive in nature (e.g., Kerin and Cron 1987; Lilien 
1983). There have been especially few reports on the rela- 
tionship between what a firm does (e.g., preshow promo- 
tion, renting booth space, staffing the booth) and what the 
effects are. A recent study by Gopalakrishna and Lilien 
(1995) is a rare exception. They develop a three-stage model 
in which three measures of effectiveness (attraction, contact, 
and conversion) are linked to several control variables.! 
They estimate their model on data from a single U.S. show, 
however, and do not document the extent to which their 
results apply to other shows in the same industry, in differ- 
ent industries, or in other countries. 

The main reason for the dearth of research on trade show 
effectiveness is that two types of data—what attendees did 
and what exhibitors did—are needed to link marketing 
actions with outcomes. We take advantage of some unique 
data that link exhibitor and attendee actions at a large num- 
ber of shows both to develop generalizations about trade 
show effectiveness and to extend previous findings. As Bass 
and Wind (1995, G1) point out, "science is a process in 


lThey define attraction efficiency as the percentage of a firm's 
target audience attracted to its booth, contact efficiency as the frac- 
tion of those attracted from the target audience that were actually 
contacted by the salespeople at the booth, and conversion effi- 
ciency as the percentage of those contacted that turned into sales 
leads. Because such measures refer to the production of a result 
rather than to the ratio of result to effort, we refer to them here as 
effectiveness rather than efficiency measures. 
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which data and theory interact, leading to generalized expla- 
nations of disparate types of phenomena. Thus, empirical 
generalizations are the building blocks of science." Our 
research answers their call for more empirical generaliza- 
tions in marketing. Our specific goals and research objec- 
tives are the following: 


1. Generalization within the United States. Gopalaknshna and 
Lilien's (1995) study is limited to a single show. Our first 
goal is to see if the key drivers of trade show effectiveness 
they identify (preshow promotion, booth size, and booth 
staffing) generalize to other shows. 


Extension within the United States: The generalization 
process brings us to different industries and different types 
and sizes of shows, variables that could influence the effec- 
tiveness of show participation. Our second goal is to see 
how this extension can help us deepen our understanding of 
how and why effectiveness varies across shows within the 
United States, an extension that should help support the 
show selection (go/not go) decision 


. Generalization across countries. If there 1s reason to believe 
(and we argue that there is) that the role trade shows play in 
the marketing mix varies, on average, across countries, then 
there 1s value in studying how and to what degree these 
results hold across countries Our third goal, therefore, 15 to 
study the cross-national generalizability of U.S. trade show 
effectiveness findings 


> 


о 


We proceed as follows: We first position our work геја- 
tive to the trade show literature; next, we describe our data 
and formulate our research hypotheses; then, we discuss the 
model specification used to test those hypotheses and pre- 
sent our empirical results; and finally, we discuss the man- 
agerial implications of our work and highlight areas for fur- 
ther research. 


Measuring Trade Show 
Effectiveness 


Wind and Thomas (1994) and others characterize the buying 
process as a series of stages in which potential buyers have 
different information needs that correspond to tasks for the 
marketer to perform. Some of these tasks, such as generat- 
ing awareness, are performed primarily through impersonal 
marketing communications, whereas others, such as provid- 
ing customized product offerings, require personal contact. 
Most business marketers use a mix of personal and imper- 
sonal communication vehicles to meet their marketing com- 
munications objectives. Trade shows blend some elements 
of direct selling (there are usually sales personnel in the 
booth, and especially in Europe, some selling actually takes 
place on the show floor) and advertising (the booth gener- 
ates awareness and can answer some key questions, even 
without involvement of the booth personnel). Exhibitors 
have several objectives for participating in a trade show: 
Some are most interested in generating high-quality leads, 
others in promoting corporate image, and still others in 
maintaining contact with current and prospective customers; 
many have multiple objectives. 

Because of this wide range of objectives, most marketers 
rely on surrogate measures of performance such as audience 





2For a detailed discussion of the role of trade shows in the mar- 
keting communications mix, see Gopalakrishna and Lilien (1995). 
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activity, audience quality, proportion of target audience 
attracted to the booth, proportion contacted, and number of 
leads generated (Cavanaugh 1976; Gopalakrishna and Lilien 
1995). Although several studies show that lead generation is 
the most frequently cited measure of trade show.effective- 
ness (e.g., Trade Show Bureau 1994), current and prospec- 
tive customers must be attracted to the booth and contacted 
before they can turn into leads. Indeed, we might argue that 
exhibitors can generate a large number of good-quality leads 
only when they attract the right customers and prospects to 
their booth and properly contact and screen them. We there- 
fore use a firm's performance in attracting its target cus- 
tomers to its booth and contacting them as a measure of 
trade show effectiveness. Gopalakrishna and Lilien (1994, 
1995) use a similar operationalization and offer more 
detailed support for selecting this measure. Wind and 
Thomas's (1994) conceptualization helps justify our choice 
of dependent measure and supports our search for cross- 
national differences: Customers go through stages of the 
buying process, from recognizing needs and how products 
and services might satisfy those needs, to preferring certain 
supplier solutions to others, to actually making purchases, 
and finally to postpurchase feedback. Marketing activities, 
identifying where a prospect is in the buying process, and 
targeting efforts accordingly help manage this process. 

Consider two prospective customers, Bill and Margaret, 
at a trade show. Bill has some vaguely recognized needs and 
is searching broadly for products or suppliers that could pro- 
vide some solutions. Margaret is further down the buying 
cycle: She already has defined a need clearly and has 
reduced her set of considered products or suppliers to three 
or four. We use the term consideration set loosely here to 
refer to either those products or suppliers about which the 
attendee 1s simply interested in learning more or those in 
which he or she is interested seriously. Preshow promotion 
(both publicity and direct mail/invitations to visit the booth) 
by exhibiting firms, as well as booth visibility (size and 
location) and other on-site promotion activities, could have 
an important influence on Bill's booth-visiting activities at 
the show. The same marketing actions could affect Margaret 
also, but mainly for the smaller number of alternatives in her 
set of considered solutions. Furthermore, Margaret might be 
motivated to seek out (or make an appointment to visit) a 
small, poorly located, and less heavily promoted booth of a 
supplier in her consideration set, whereas Bill might not be 
so motivated. 

Trade shows in most industries attract a mixture of Bills 
and Margarets. In shows with a large proportion of Bills, we 
should expect that people will have unformed (implicitly 
larger) consideration sets, and hence, we should see more 
booth-visiting activity with a major proportion of the vari- 
ance in that activity explained by the preshow and at-show 
activities of exhibitors. In shows with a large proportion of 
Margarets, the amount of booth-visiting might be lower 
(fewer visitors per booth), and the variance in the number of 
visitors attributable to these preshow and at-show activities 
also could be lower. 

Our story about Bill and Margaret relates to some dif- 
ferences in the role of trade shows in the United States and 
the United Kingdom, which are described more fully in the 


next section. Visitors to U.S. trade shows typically are еаг- 
lier in the buying process than are those in the United King- 
dom, so we expect that exhibitor-controlled attraction vari- 
ables will explain less variance in the United Kingdom than 
they will in the United States and that the mean level of 
attraction effectiveness will be higher in the United States 
than in the United Kingdom. 


Data and Hypotheses 


We describe our data before our model, because our 
research is both made possible and limited by the data we 
have available. These data were collected between 1982 and 
1993 by two closely related exhibit research firms: Exhibit 
Surveys Inc. in the United States and Exhibition Surveys 
Ltd. in the United Kingdom. Both firms use a similar set of 
measurements and methods for a wide range of shows. Their 
data-collection process consists of two parts. First, the 
research firm mails a questionnaire to a probability sample 
of show attendees to measure their product category interest 
(which is based on the question “What products were you 
interested in seeing at the show?" in response to which 
respondents checked various product categories, not spe- 
cific brands) and the number of visitors attracted to the 
booth of an exhibiting firm (from the question “Which 
booths did you visit at the show to collect information or to 
speak to a salesperson?"). We used these data, combined 
with information about the product categories that each 
exhibitor displayed at the show, to measure booth-attraction 
effectiveness (1.е., the fraction of the attendees interested in 
the product categories a firm exhibited who actually visited 
that firm's booth to talk or obtain literature): 


number of attendees from target audience who 
_ actually visited the booth to talk or obtain literature 





size of the target audience 
(based on stated product category interest) 


This measure spans the first and second stages in the 
three-stage framework of Gopalakrishna and Lilien (1995). 
They define attraction effectiveness in their first stage as 
the percentage of the target audience attracted to the booth 
and contact effectiveness in their second stage as the per- 
centage of booth visitors (out of the target audience) with 
whom salespeople at the booth talked. The booth-attraction 
measure we use here corresponds to the product of the first- 
and second-stage effectiveness measures used by Gopalakr- 
ishna and Lilien (1995), apart from the fraction of visitors 
coming to the booth to get literature without talking to the 
salespeople. 

In the second part of the data-collection process, the 
research firm sends a separate questionnaire to its client 
firms that exhibited at the shows. That questionnaire asks 
for information on several tactical decision variables, such 
as booth size, extent of preshow promotion, and number of 
personnel at the booth. Unlike Gopalakrishna and Lilien 
(1995), who only use data on participation at a single show, 
we use data across many shows. We therefore also include 
several show-specific characteristics to explain the observed 
variance in booth-attraction effectiveness across show par- 
ticipations. Show organizers provided several of these mea- 


sures (e.g., the attendance figures), and we used a key-infor- 
mant approach for others, asking the managers of the exhibit 
research firms to classify the shows as horizontal or vertical 
and the firms as major or minor players at a particular show 
in their respective industries. 

In organizing the available data from the U.S. and UK 
trade shows, we first examined the coverage of different 
industries in the two data sets. Because the U.S. data had a 
much wider representation of industries than the UK data, 
we restricted our analysis to those represented in both data 
sets. Such sample matching at the industry level 15 important 
because it ensures some uniformity in the data and removes 
idiosyncratic industry factors as possible causes of cross- 
country differences. Our matching process resulted in ten 
industries for which there were comparable data in the two 
countries: building and construction; communications; com- 
puters and computer applications; electrical and electronics; 
medical and health care; packaging; petroleum, oil, and gas; 
plastics; printing; and radio, television, and cable. 

We initially had 126 complete observations (i.e., firm- 
show appearances) in the U.S. sample and 80 complete 
observations in the UK sample across the ten industries. As 
is typical in this type of commercial (though proprietary) 
data, there were additional observations with missing entries 
for one or two explanatory variables. To increase the statis- 
tical power of our analysis, we augmented the original set of 
observations by imputing missing values for one variable, 
total preshow promotion expenditure: We used an auxiliary 
regression in each country separately, linking preshow pro- 
motion to other variables (e.g., Little 1992). We obtained an 
R2 exceeding 70% in both countries. We tested several spec- 
ifications to impute the missing values and found that the 
imputation was insensitive to the functional form of the aux- 
iliary regression. We imputed missing values for 108 addi- 
tional U.S observations and 65 UK observations, thus gen- 
erating a data set containing 234 U.S. and 145 UK firm- 
show participations. Following a statistical analysis of influ- 
ence points, we obtained a final data set containing 221 U.S. 
and 135 UK observations. Counting the same show held in 
different years only once, the data include observations from 
40 U.S. and 24 UK shows. In the following section, we for- 
mulate a set of hypotheses on the effects of our explanatory 
variables in each country and describe how we operational- 
ized these variables. 


Differences Between Countries 


Business press articles suggest that differences exist 
between the United States and the United Kingdom. Euro- 
pean shows attract more chief executive officers and senior 
executives (Friedlander 1992), who are more likely to come 
to the show with a single objective in mind and often make 
their buying decisions at the show (Dykeman 1979). 
Preshow promotional expenditures in Europe often are used 
to set formal appointments, whereas in the United States 
such expenditures usually are aimed at generating initial 
interest. Promotional practices and booth characteristics 
also tend to differ between the United States and Europe 
(Dykeman 1979; Tanner 1995); for example, circus-like on- 
site promotions such as gimmicks, magicians, and games 
are less acceptable in Europe. Differences in the physical 
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construction of the exhibits also indicates that European 
shows are geared less toward initial attention-getting and 
more toward in-depth dealings: Booths with a separate or 
enclosed conference area are more prevalent in Europe than 
in the United States. Because of these differences, some tac- 
tical decision variables could have different levels of effec- 
tiveness in the United Kingdom compared with the United 
States, but because of a lack of prior theory, we have not 
developed any hypotheses about these specific variable dif- 
ferences. Still, because visitors to UK shows are typically 
further down the buying cycle, we would expect them to 
have smaller consideration sets at the time they go to the 
show and be more selective in which booths they visit. As a 
consequence, they also should be less influenced by 
exhibitors’ actions during or immediately preceding the 
show. We therefore hypothesize the following: 


Hı: Attraction variables explain more variance and have larger 
effects in the United States than they do in the United 
Kingdom 


Note that Hj, if confirmed, could affect the managerial 
relevance of our findings for application in the United King- 
dom. We return to this issue when we discuss our results and 
conclusions. 

Because visitors to UK shows are typically further down 
the buying cycle and have reduced their consideration set to 
a short list, we also would expect them to visit a smaller 
fraction of all potential suppliers exhibiting in a product cat- 
egory in which they are interested. Hence, we hypothesize 
the following: 


H, The mean level of attraction effectiveness in the United 
States 15 higher than that іп the United Kingdom. 


Firm-Specific Characteristics 


Preshow promotion. Firms often announce well in 
advance that they will exhibit at a particular show (Tanner 
1995). For example, they might send personalized invita- 
tions using their own customer or prospect list or the regis- 
tration list made available by the show organizers. Other 
firms contact their customers by telephone or advertise in 
specialized trade magazines to announce their presence at an 
upcoming show. We did not have such detailed information 
on a firm's choice of various promotional preshow instru- 
ments. Moreover, we had to impute the overall level of 
preshow spending for a proportion of our observations. 
Because the number of different promotional instruments 
that firms can adopt is quite large, and because piecewise 
linear specifications are more robust to stochastic errors 
generated by imputation (Hamilton 1992), we followed 
Gopalakrishna and Lilien (1995) and discretized the aggre- 
gate amount of preshow promotional expenditures. We 
defined three categories: high, medium, and low spenders. 
After converung all spending levels in both the United 
Kingdom and the United States into constant 1975 U.S. dol- 
lars, we defined high (low) spenders as those in the upper 
(lower) third of the spending distribution in their country. 
(We assess the sensitivity of our findings to this allocation 
rule subsequently.) Our hypothesis follows: 


Нз: Preshow promotion has a positive effect on booth-attrac- 
tion effectiveness. 
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Booth size. Researchers and practitioners argue that the 
potential of a booth to attract people is related positively to 
its size (Gopalakrishna and Lilien 1995; Tanner 1995). We 
use the square root of a booth's surface as our measure of 
booth size primarily to avoid statistical artifacts in our 
results. Because of the variety of shows in our sample, the 
floor surface (in square feet) of the booths varies greatly and 
shows a highly skewed distribution. By taking the square 
root of booth surface, we reduce the skew in the data and 
avoid having a small number of extreme observations dri- 
ving our empirical findings (Hamilton 1992). We do not 
have the necessary data to operationalize booth size relative 
to other booths at a particular show. This might have been a 
better measure, consistent with the retail and brand choice 
literature relating the performance of a brand to its share of 
available shelf space (Bultez and Naert 1988). We hypothe- 
size the following: 


Hy Booth size has a positive effect on attraction effectiveness. 


Personnel. The number of salespeople present at the 
booth should have a positive impact on the number of peo- 
ple contacted, according to Gopalakrishna and Lilien 
(1995). They did not include the number of:salespeople in 
the first stage of their model but found it to be an important 
determinant of the second-stage conversion effectiveness. 
CEIR (1996) reports that the average number of staff had a 
significant impact in the first stage as well in three out of six 
shows it analyzed. Because our performance measure cap- 
tures effectiveness across both stages, we hypothesize the 
following: 


Н;: Personnel density, expressed as the number of salespeople 
relative to the area of the booth, has a positive effect on 
attraction effectiveness. 


Firm prominence. Well-known companies could have a 
competitive advantage in attracting people to their booths. 
Kerin and Cron (1987) find that firms with a larger customer 
base and greater sales volume perform better at trade shows, 
and Williams, Gopalakrishna, and Cox (1993) find that 
larger firms draw a larger share of the relevant target audi- 
ence to their booth. Rather than using absolute measures of 
company size, such as sales or personnel count, we used the 
reputation and position of the firm in its industry compared 
with other exhibitors at the show (i.e., its prominence). We 
believe it is a more relevant determinant of the firm's attrac- 
tion effectiveness, especially in a cross-industry data set 
such as ours. We used subjective evaluations provided by 
managers at the exhibit research firms to determine whether 
a firm in our sample was a major player in the industry rep- 
resented at a given show. Our hypothesis follows: 


Hg: Firm. prominence has a positive effect on attraction 
effectiveness. 


Show-Specific Characteristics 


Vertical/horizontal shows. Trade shows traditionally are 
classified as vertical or horizontal on the basis of their mar- 
ket coverage. The former have a fairly narrow focus and 
attract a specific type of visitor (e.g., the Association of 
Operating Room Nurses show, where the products dis- 
played are used almost exclusively in operating rooms). 


ТАВЦЕ 1 
Descriptive Statistics for Model Variables 


UNITED STATES 
N = 221 
Standard 
Variable Mean Deviation 
Independent Variables 
Preshow promotion* 
small 3496 — 
medium 3396 — 
Booth size (feet) 47.5 19.4 
Personnel density .011 .006 
Firm prominence* 5396 — 
Show type* 1096 — 
Show size* 4996 — 
Industry* 2896 = 
Dependent Variable 
Efficiency 27.6% 12.2% 


UNITED KINGDOM 
N = 135 
Standard 
Range Mean Deviation Range 

25 33% = = 

= 33% "E = 
14.1-112.3 42.9 16.6 15.4-101.1 
.002-.046 .009 .005 .001—.025 

m 4696 = ae 

= 64% = xe 

== 52% = = 

= 61% zZ = 
5.6–62.8% 26.5% 11.8% 5.5–59.4% 


*0—1 variables. We report the proportion of the observations having the value 1. 


Firm prominence. 0 if prominent firm, 1 otherwise. 
Show type: 0 if vertical show, 1 otherwise. 

Show size: 0 if small show, 1 otherwiso. 

Industry: 0 if fast moving/high technology, 1 otherwise. 


Horizontal shows attract a much wider audience, and the 
interest in any one of the displayed product categories is 
much lower (e.g., many computer shows such as 
COMDEX are not aimed at a specific market segment but 
feature a wide variety of applications). Gopalakrishna and 
Williams (1992) and Kerin and Cron (1987) report lower 
effectiveness at horizontal shows than at vertical shows. We 
therefore hypothesize the following: 


Ну: Firms participating in horizontal shows experience lower 
attraction effectiveness than do firms exhibiting at vertical 
shows. 


Show size. The larger the show, the harder it might be 
for attendees to find what they want (Bertrand 1989; Car- 
man 1968). Using the attendance figures provided by the 
show organizers, we categorized shows into two cate- 
gories—large (upper 5096) and small—within each coun- 
try. We decided not to do the comparison across the entire 
sample, because the approach we chose better represents 
the problem that exhibitors face. To attract a given audi- 
ence, they first select a specific geographic market (coun- 
try); only then does the specific type of show, large or 
small, become relevant. Moreover, the perceptions of 
what constitutes a large show could differ between U.S. 
and UK visitors. We assess the robustness of our findings 
to this definition of show size (i.e., relative to other shows 
in the same country) subsequently. We hypothesize the 
following: 


Hg:Firms participating in small shows experience higher 
attraction effectiveness than do firms exhibiting at large 
shows. 


Industry Characteristics 


Industry class. Firms in different classes of industries 
could have different expectations or objectives when attend- 
ing trade shows or could use different strategies to attract 
customers to their booths. Kerin and Cron (1987) identify 
several industry factors as potential moderators for a firm's 
trade show performance. Gopalakrishna and Lilien (1994) 
find that the show effectiveness in the telecommunications 
and computer industries (i.e., fast-moving, high-technology 
products) saw a lower carryover effect from previous trade 
show participations and a higher effect of the characteristics 
of the current show participation than it did in other indus- 
tries. We use the same classification in our study to assess 
the extent to which firms in the two fast-moving/high-tech- 
nology industries (i.e., telecommunications and computer) 
can expect a higher or lower immediate effectiveness when 
participating at a show than firms in the other eight indus- 
tries. Specifically, in line with Gopalakrishna and Lilien's 
findings, we hypothesize the following: 


Hg: Firms ın fast-moving/high-technology industries see 
greater attraction effectiveness than do those in slower- 
moving industries. 


We present summary statistics for the different variables 
in Table 1. The samples are similar in their (average) effec- 
tiveness, as well as most explanatory variables (e.g., firm 
prominence, booth size, personnel density) with two excep- 
tions: the proportion of fast-moving/high-technology firms 
(much higher in the United States) and the proportion of 
horizontal shows (much lower in the United States). The 
dominance of vertical shows in our U.S. data set reflects the 
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high prevalence (roughly 7596 to 8096) of vertical shows in 
the U.S. trade show industry. 


Modeling Framework 


To test the hypotheses, we use a logistic regression model, 
which ensures logical consistency (1 lies between 0 and 1 
for all possible values of the independent variables) and 
incorporates the notion of an S-shaped reaction curve: 


(1) inf 7] = Bo + Br Pi Варз + By BS 
- 1 


+ B4 PD + В; ЕР + Bg ST + By SS + Bg IC + е, 
where 


T| = Attraction effectiveness; 
B, = Parameters to be estimated (j = 0, ..., 8); 

P; (P5) = Amount of preshow promotional expenditures 
(Р; = 1 if small, P5 = 1 if medium, P, = Р = 0 
if large); 

BS = Booth size (continuous variable expressed in 
feet); 

PD - Personnel density, measuring the number of 
booth personnel per square feet (continuous 
variable); 

FP = Firm prominence (0 if high, 1 if low); 

ST = Show type (0 if vertical, 1 if horizontal); 

SS = Show size (0 if small, 1 if large); 

IC = Industry class (0 if fast moving/high technol- 
ogy, | otherwise); 

e = Error term. 


First, we estimate the model in Equation 1 separately for 
the United Kingdom and the United States, after which we 
use Equation 2 to test the equality of the corresponding 
coefficients on the pooled model: 





8 
Q) ml- т | ^ [Bous +È Bus X * us 
yal 


-7 
8 
+ [Bos + X Вок (X; * слој +E, 
j=l 


where 


US (UK) = Indicator variable taking the value of 1 


for a U.S. (UK) observation, 0 other- 
wise. 

ХбЕћ., 8) = The aforementioned firm, show, and 
industry characteristics. 


Gopalakrishna and Lilien (1995) use an alternative 
model specification that also ensures logical consistency 
when estimated for a single country: 

G — n= af'ag?fi – exp(-2.B5)} 
fı - екр(-2250)| азо с + Е, 
with O < о, < 1. Although this specification has several 


attractive normative properties, we have not been able to 
generalize it to a two-country setting while maintaining all 
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TABLE 2 
Parameter Estimates 
UNITED UNITED 
VARIABLE STATES KINGDOM 
R2 = .537 R2 = .293 
R?adjusted 2.520 ^ R?adjusted = .248 
Intercept —1.113a —1.225a 
Preshow promotion 
small —.389a —.3648 
medium —.229a —.099 
Booth size .0128 .0178 
Staff density 8.2735 —1.247 
Firm prominence —.5528 —.051 
Show type –.1735 –.457а 
Show size —.128a .016 
Industry —.120b —.2568 


asignificant at р < .05. 

bsignificant at p « .10. 

Note: Tests for Intercepts are two-sided; others are one-sided. The 
regression equations are significantly different between coun- 
tnes (Fo, зэв = 3.145, p < .01). We analyzed the equality of ındi- 
vidual parameters between countnes by imposing a single 
equality constraint at a time on the full 18-parameter model 
specification (Equation 2). Tests using White's heteroskedas- 
ticity consistent variance estimates show significantly different 
parameter estimates for firm prominence (p « .001) and show 
type (p « .10). 


the desired flexibility and logical consistency properties 
(technical details are available from the authors). The key 
reason for this is that the а, parameters determine both the 
effect of the dummy variables and the ultimate ceiling value 
of the dependent variable. Hence, we use the simpler logis- 
tic specification that keeps these two issues separate and 
meets our primary goal of easy generalizability. As we 
report in the following section, our within-country conclu- 
sions are robust to these differences in model specification. 


Empirical Findings 
Parameter Estimates | 


Results for the United States. For the United States, we 
obtain a good model fit, with 54% of the sample variation in 
attraction effectiveness explained by firm and show charac- 
teristics (Table 2). Moreover, all parameter estimates are sta- 
tistically significant (p € .10 or better) and have the expected 
sign. In terms of the tactical decision variables, firms can 
expect to attract a higher percentage of their target audience 
when they spend a larger amount on preshow promotions 
(H3), have a larger booth (H4), staff the booth with more per- 
sonnel per square foot (Hs), and participate in a vertical 
rather than a horizontal show. More prominent firms attract 
a larger proportion of their target audience (Hg). We also 
find evidence that potential customers navigate smaller 
shows more effectively, as a higher percentage of the target 
audience finds its way to booths exhibiting products in 
which they are interested (Hg). Firms exhibiting high-tech- 
nology/fast-moving products have a higher effectiveness 
(Hg). This corroborates the finding by Gopalakrishna and 


Lilien (1994) that such firms experience less carryover from 
one trade show to the next but larger immediate effects from 
their current actions. Therefore, firms displaying high-tech- 
nology, short life cycle products attract a higher proportion 
of interested attendees, all else being equal, but these same 
firms must keep coming up with attractive new products to 
maintain their attraction. As the show participations in our 
sample cover more than ten years, we also tested for sys- 
tematic changes in effectiveness over time, considering both 
a continuous trend and discrete shifts at several switching 
points (e.g., 1987, 1988, ...). Our resulting parameter esti- 
mate was quite sensitive to the choice of switching point and 
resulted in no significant effects or changes in explanatory 
power, which indicates that systematic changes of effective- 
ness are not apparent. 

To summarize, the U.S. results provide both a successful 
generalization (i.e., booth size, personnel, and preshow pro- 
motional expenditures are major determinants of a firm's 
trade show effectiveness across a wide range of shows) and 
extension (by also considering the impact of show and 
industry characteristics) of previous research. These results 
are consistent with H4—Hg and help fulfill the first two goals 
for this article. 


Results for the United Kingdom. We found a poorer fit in 
the United Kingdom (R? = .29; R2adjusted = .25) than in the 
United States, as hypothesized in H,. However, this result 
also might be explained partly by some of the differences in 
sample structure between the two countries: The vast major- 
ity (9096) of the shows in the United States were vertical 
compared with those in the United Kingdom (3696). There- 
fore, we reestimated the UK model for show participations 
in vertical shows only (N = 49), but obtained only а таг- 
ginally better fit (R2 = .36; R2adjusted = .25). This fit is still 
considerably poorer than the model fit in the United States 
(R2 = .537; R2adjusted = .520). This difference in fit sup- 
ports H;. Using the same reasoning, we tested H, using the 
intercepts of the U.S. and UK models only for vertical 
shows. The results (By ys = –1.136 versus Bo uk = -1.613) 
indicate that attraction levels are higher in the United States 
than in the United Kingdom after controlling for other 
explanatory variables, which provides directional support 
for H5. Although the difference in point estimates is rather 
large, corresponding to attraction effectiveness levels of 
24.3% in the United States and only 16.6% in the United 
Kingdom, the variance of the UK estimate is too large for 
this difference to be statistically significant. 

Also consistent with H, is the result that firm promi- 
nence and booth personnel variables have significant 
impacts in the United States, but a negligible (nonsignifi- 
cant) effect in the United Kingdom: The larger the propor- 
tion of trade show visitors who merely "browse" or “wander 
around," the more effective 1t is to have a "brand-name" 
firm with sufficient highly visible booth staff who encour- 
age wanderers to stop at the booth. People who are farther 
along in the buying process and have a short list of “must- 
see" exhibits, conversely, do not need that extra stimulation 
to stop by. For other characteristics, such as show type, 
preshow promotion, industry classification, and booth size, 
we find statistically significant effects in both the United 
Sates and the United Kingdom. To compare the magnitude 


of these effects, we pooled the data and tested for the equal- 
ity of these parameters between countries by imposing a sin- 
gle equality constraint at a time on the full 18-parameter 
specification in Equation 2. Tests showed significantly dif- 
ferent parameter estimates for show type only (p < .10). 

We can conclude that even though many of the U.S. 
findings carry over to UK-based trade shows, attendees in 
these two countries seem to behave differently. As such, dif- 
ferent performance benchmarks should be used when par- 
ticipating in different countries, and a simple transfer of the 
evaluation rules used in one country might be inappropriate 
when applied to trade shows elsewhere. This finding helps 
fulfill our third goal. In what follows, we first validate our 
findings and then illustrate their implications. 


Validation and Estimation issues 


Sensitivity to using observations with imputed values. To 
assess the extent to which our results are robust to the use of 
imputed data, we repeated the analysis using only those 
observations for which we had actual preshow promotion 
figures (118 in United States; 75 in United Kingdom). The 
significant UK parameter estimates were affected only 
slightly, and the results of the hypothesis tests remained the 
same. Coefficient estimates were affected only slightly in 
the U.S. sample as well, but the loss of power caused by the 
sample size reduction was such that three coefficients that 
were originally significant at 10% now became insignificant 
(show type, staff density, and industry). Overall, we can 
conclude that our coefficient estimates are robust to whether 
we used imputed values. Also, our model again explained 
more variance in the United States than it did in the United 
Kingdom (47% versus 38%). 


Sensitivity to choice of cutoff values.? We tested the sen- 
sitivity of our results to the choice of cutoff points and found 
our substantive findings for the preshow expenditures to be 
robust across a wide range of alternative choices. For exam- 
ple, we obtained similar results when discretizing the 
preshow expenditures in the proportions (2096, 6096, 2096) 
and (4096, 2096, 4096), rather than (3396, 3396, 3396). For 
the show size variable, our results were more sensitive to the 
cutoff rule. European trade shows are typically larger than 
their U.S. counterparts (Starchild 1991), and in our data set, 
the median value we used to classify a show as large versus 
small was higher in the United Kingdom (21,000) than in 
the United States (14,305). We obtained the same qualitative 
results (significance in the United States, but not in the 
United Kingdom) when using 14,305 as the cutoff level in 


3We discretized several variables, such as preshow promotional 
expenditures and show size, for four reasons. First, the missing 
data for preshow expenditure could be related to difficulties 
respondents experienced in providing reliable data on this dimen- 
sion Discrete variables are more robust to such measurement error. 
Second, errors resulting from using imputed rather than observed 
values are also smaller. Third, Gopalakrishna and Lilien (1995) use 
discrete variables also, and we tried to build on their approach as 
much as possible. Fourth, we believe that response to preshow pro- 
motion, show size, and the like has a lower threshold and an upper 
bound (1.e , is S-shaped). Our discrete variables provide a better 
approximation of these threshold/saturation effects than a continu- 
ous variable would. 
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both countries but found no significant impact in either 
country when using 21,000 as the cutoff in both the United 
States and the United Kingdom. These results suggest that a 
show-size effect exists, even though the magnitude and sig- 
nificance of the corresponding parameter estimate is sensi- 
tive to the choice of cutoff value (i.e., country specific or 
common to both countries). We need more research on this 
issue, especially because the perception of a show as large 
or small depends not only on the number of visitors, but also 
on the number of exhibitors and the total floor area of the 
show, data not available in our current data set. 


Collinearity. All correlations between the independent 
variables in our model were well below .8, and we never had 
a condition index higher than 20 in our analyses, which indi- 
cates that our results are free of statistical artifacts stemming 
from collinearity. Collinearity was not a problem when we 
used the original continuous variables for preshow promo- 
tion and show size or deleted ail imputed values from the 
estimation sample. Hence, the absence of collinearity is not 
due to the specific coding scheme we used. 


Reliability of the estimates. We used a jackknife proce- 
dure to test the stability of the parameter estimates. Our 
results were extremely stable 1n all analyses in terms of sign, 
significance, and relative magnitude. (Results on the jack- 
knife estimates are available from the authors.) 


Alternative model specifications. We validated our find- 
ings using three alternative model specifications: the linear 
model, the multiplicative or Cobb-Douglas model, and the 
formulation used by Gopalakrishna and Lilien (1995). The 
first two can generate predicted effectiveness levels outside 
the logical 0-1 region, and hence are not logically consis- 
tent, even when applied to a single country. The last model 
is consistent for a single country, but we have not been able 
to extend it satisfactorily with interaction terms to capture 
cross-country differences. In spite of these limitations, all 
models resulted in almost identical fits when estimated for 
each country separately. The 22 of the various specifications 
varied between .520 and .538 in the United States and 
between .293 and .298 in the United Kingdom. The signs 
and significance levels of the parameter estimates were 
comparable in all model specifications, with the single 
exception that we found no industry effect for the multi- 
plicative model in the United States. In summary, our spec- 
ification results in comparable fit values and similar sub- 
stantive insights but is more appealing than the considered 
competing models because of its logical consistency, neces- 
sary for the managerial uses suggested subsequently. 


Forecasting validation. We assessed our models' predic- 
tive validity using a procedure similar to that used by 
Gopalakrishna and Lilien (1995). We omitted every tenth 
data observation starting with the first one and estimated the 
model on the basis of the remaining data points. We then 
used the resulting parameter estimates to forecast the omit- 
ted observations and computed the predictive R? and mean 
squared prediction error. Next, we repeated this analysis 
starting with the second observation, the third, and so on 
until we rotated through the entire data set. Finally, we com- 
puted the average mean-squared prediction error and aver- 
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age predicted R2. In both countries, the mean-squared pre- 
diction error was close to the mean-squared error in the 
main estimation (only 10% higher in the U.S. sample and 
15% higher in the UK sample). The predicted R? values, 
.464 in the U.S. sample and .257 in the UK sample, were 
similar to the values for the main sample. The results, there- 
fore, appear to be quite stable. 


Using the Estimated Response Model 


Gopalakrishna and Lilien (1995) identify several potential 
uses for this kind of response model, such as answering 
what-if questions, assessing trade-offs between different 
decision variables, and conducting performance audits In 
the latter case, the model is used to derive a norm or perfor- 
mance benchmark against which the actual performance can 
be compared. Buzzell and Gale (1987) describe benchmark- 
ing applications derived from the PIMS data, in which R? 
values vary from .31 to .52, and Lilien and Weinstein (1984) 
report results for a pooled U.S./European sample for ADVI- 
SOR data, with R? values varying from .53 to .72. Our find- 
ings indicate that different benchmarks should be used when 
evaluating a firm's performance at U.S. and UK trade 
shows, and that the UK results (with explanatory power of 
.29, near the bottom of the range of comparable studies 
reported previously) perhaps should be used with some cau- 
tion. The U.S. results, however, are comfortably within the 
range of the results noted previously and therefore could be 
used with more confidence. 

As an illustration of using our results in performance 
audits, consider the following two firms in our U.S. data set. 
Firm A has a prominent position in a fast-moving/high-tech- 
nology industry. When participating at a large horizontal 
show, it spent a medium amount on preshow promotions and 
had a booth size of 3000 square feet staffed with 24 people. 
Firn B also belongs to a fast-moving/high-technology 
industry but does not have a prominent position. It partici- 
pated at a large vertical show, where it spent a medium 
amount on preshow promotions, rented a booth of 5000 
square feet, and staffed it with 60 people. Using the pre- 
dicted values of a restricted model in which all insignificant 
parameters are set to zero as the firms' norms, we find that 
firm A fell somewhat below its expectations in the United 
States. Its actual booth attraction was 25.396 versus a U.S. 
norm of 28.896. Its management might try to determine what 
caused this slightly inferior performance, such as poor exe- 
cution of the preshow promotional campaign, inadequate 
training of its personnel, poor exhibit location, or lack of 
exciting products. Had this firm participated in a UK show 
and achieved the same 25.396 attraction, essentially 'the 
same conclusion would have been reached (UK norm = 
31.296). Conversely, firm B appears to have done well in the 
United States, as it outperformed its U.S. benchmark (actual 
attraction = 36.7% versus U.S. norm = 25.7%). However, if 
it had achieved this same level of attraction in the United 
Kingdom rather than in the United States, its performance 
should have been considered less than satisfactory;“as the 
relevant UK-based norm would have been 4896. This illus- 
trates not only the use of our models for assessing perfor- 


тапсе, but also the risks associated with erroneously apply- 
ing U.S.-based benchmarks to other countries. 

As we mentioned, benchmarking is not the only ргаси- 
cal use for our results. Our U.S. and UK models can help 
managers to make go/not go decisions as well as to run 
what-if scenarios for different shows (e.g., horizontal versus 
vertical, large versus small) and different tactical activities 
-at those shows (e.g., number of booth personnel, size of 
booth, level of preshow promotion). 


Conclusion 


Our study has generalized and extended the previous 
research findings on trade shows in three ways: 


*We have tested and extended findings from a single U.S. show 
to a large sample of U.S. shows 
*By considering multiple shows, we have augmented previous 
U.S.-based benchmark results with show- and industry-spe- 
cific variables. 

*We have tried to describe and explain the extent to which 
U.S-based findings are generalizable to trade shows in 
another country, the United Kingdom. Although trade shows 
play a different role in the marketing mix in these two coun- 
tries and trade show attendees might behave somewhat differ- 
ently in the United States and the United Kingdom, we found 
that several of the effects did not differ across both countries 
(e.g.; the importance of booth size and preshow promotion) 


Many of our findings are exploratory in nature, though, 
and identify several areas for further research. Our research 
was both made possible and constrained by the available 
data. On the positive side, we used comparable samples in 
two different countries (collected using the same measure- 
ment procedures), and the commercial nature of our data 
ensures that this is also the type of information managers 
generally can expect to have available to evaluate their trade 
show performance. However, there are some important lim- 

_itations. As we used an observational rather than experi- 
mental design, we cannot preclude the possibility of reverse 
causality (e.g., firms expecting a large proportion of their 
target audience to visit them might tend to rent a large 
exhibit). Also, we had no data on the type of preshow pro- 
motional expenditures used and had to use a crude proxy to 
capture the size of a show. This proxy could have been 
refined if data on the total show area and the number of 
exhibitors had been available. Another limitation of this 
study (and most other research efforts of this sort, like PIMS 
and ADVISOR) is the potential for self-selection bias by 


study participants. Smaller, more poorly funded firms are 
less likely to commission the type of studies executed by the 
two research companies that provided the data for our analy- 
sis. Further research should address these limitations. 

А key limitation and potential area for improvement 15 
the absence of data on the objectives of show visitors, the 
amount of preshow planning by those visitors, the suppliers 
they planned to visit and those they decided not to visit, and 
so forth. The differences we found in parameters across 
countries suggest that the effects of tactical variables could 
hinge on how much trade show attendees plan their visits 
and where they are in their buying decision process. 
Research involving measures of the moderating effect of 
preshow planning and buying stage would be particularly 
valuable to exhibitors, because such information would help 
them tailor their trade show decisions to their objectives and 
target groups (e.g., creating awareness among "suspects" 
versus generating immediate sales from hot "prospects"). If 


"companies (guided perhaps by exhibit research firms) begin 


collecting such data, models such as ours should be able to 
explain show effectiveness better, especially in settings 
where such variables are likely to have a larger impact, such 
as slow-moving industries and European countries. 

Another important avenue for further research is to 
assess the returns of various types of trade show investments 
in terms of lead generation, dollar contribution, and other 
exhibitor objectives. The sales or profit impact of exhibi- 
tions relative to other types of marketing communication 
also demands more research, as emphasized by a recent 
large-scale study sponsored by CEIR (1996). 

Our study focused on trade show participation in the 
United States and the United Kingdom. More work is needed 
to extend our findings to other countries. The differences we 
observed in this study are likely to be a conservative estimate 
of those we would encounter when going to other European, 
Asian, or African countries: Not only is the United Kingdom 
quite similar to the United States in terms of the percentage 
of the communications budget spent on trade shows com- 
pared with other European countries (around 1096—2096, as 
opposed to approximately 25%—30% in Germany, for exam- 
ple), but U.S. manufacturers going to trade shows in the 
United Kingdom do not face the language barriers they 
encounter when going to France or Germany. Given that we 
have found substantial differences between the United States 
and the United Kingdom, U.S. managers should be even 
more careful when transferring their domestic trade show 
practices to countries other than the United Kingdom. 
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2. Seyda Deligónül & S. Татег Cavusgil 


Does the Comparative Advantage 
Theory of Competition Really 
Replace the Neoclassical Theory of 
Perfect Competition? 


The Comparative Advantage Theory of Competition (CATC) is proposed by Hunt and Morgan (1995) to replace the 
Neoclassical Theory of Perfect Competition (NTPC). The new theory claims to offer a better explanation for key 
macro and micro phenomena. The authors' purpose in this article is to evaluate the CATC's potential as a replace- 
ment for the neoclassical theory. They argue that (1) both the NTPC and CATC are offshoots of the exchange par- 
adigm; furthermore, (2) the efficient theories in the exchange paradigm family cannot claim superiority over one 
another since a supracriterion for their contest is lacking; and (3) the CATC—even when considered efficient—can- 
not challenge the NTPC, let alone replace it. In addition to meeting a host of conditions, a successful contender 
must come from a new paradigm, which the CATC does not. Therefore, the replacement assertion remains 


unjustified. 


(1995) offer an interesting and provocative essay. They 

observe three strands in recent research in marketing: The 
first gravitates toward competitive strategy, the second advo- 
cates market orientation for superior firm performance, and 
the third explores shifting values in the wake of emergent 
structural forms, such as alliances and networks. Hunt and 
Morgan assert that the "strategy debate" in marketing has 
been evolving toward a new theory of competition in place 
of the dominant Neoclassical Theory of Perfect Competition 
(NTPC), which has retained its status despite many defi- 
ciencies. To address the limitations of the dominant per- 
spective, they propose the Comparative Advantage Theory 
of Competition (CATC). Using CATC, they explain the 
abundance, admirable quality, and innovativeness of goods 
and services in market-based economies. In addition, they 
aim to account for the presence of firm diversity in such 
economies. 

There is a clear need for a new paradigm with its own 
constellation of theories (see also Anderson 1982). Accord- 
ingly, Hunt and Morgan (1995) attempt to consolidate a the- 
ory in the exchange paradigm tradition with an eclectic 
approach. In particular, they draw attention to the consensus 
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on relating firm performance to the firm's special compe- 
tencies in deploying and combining intangible assets. In 
contrast to the NTPC, the CATC accentuates intangible 
aspects, such as organizational climate, as more specific to 
the firm and therefore treats them as more significant per- 
formance enhancers. The CATC warns us that if change, 
uncertainty, disequilibria, and institutional complexity are 
important parts of the picture, then some implications 
derived from the exchange paradigm theories must be 
viewed carefully. 

The Hunt and Morgan (1995) contribution is important 
in several respects. First, it raises sensitivity to epistemic 
issues in marketing (see also Anderson 1982, 1983, 1986; 
Angelmar and Pinson 1975; Bush and Hunt 1982; Hunt 
1993; Leone and Schultz 1980; Peter 1992). Second, it pro- 
vides an opportunity to rethink the bridge between market- 
ing and economic theories. Third, by challenging the domi- 
nant perspective, it opens the door for the development of 
fresh views on competitive behavior. 

Nevertheless, the claim that the CATC can replace the 
deficient NTPC is dubious. This article argues against that 
claim by suggesting an epistemological framework, summa- 
nzed in Table 1. The table outlines a set of baseline beliefs 
about the nature of the theory, its contest with rivals, and its 
possible acceptance in the scientific community. Accord- 
ingly, an efficient theory cannot dominate when it shares a 
paradigmatic base with an efficient incumbent. In this case, 
CATC and NTPC exhibit the weaknesses of the same para- 
digmatic base. This is not unexpected because, as we argue, 
both are rooted in the exchange paradigm, albeit with a sym- 
metric positioning in regard to inconsistency and incom- 
pleteness. Their commonality is evident from the historical 
perspective in Table 2, which compares NTPC with others in 
the same theory constellation. Under the supposition that 
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TABLE 1 
Baseline Bellefs to ЈизШу the Arguments 
Offered In This Article 





1. Paradigms provide an idiomatic framework and a belief 
system so that theories develop their footing in substan- 
tive assertions. These assertions are not open to corrob- 
oration. 

2.Theories also articulate specifying assertions. These 
define the scope and internal reason. Therefore, their jus- 
tification in terms of the substantive assertions and their 
testing are relevant. 

3. Given the other assertions, the heuristic part of theoriz- 
ing is to narrate the story so that the scientific community 
can make sense of the explanation. Yet, this explanation 
stops at a simulacrum account, which gives only the 
selective form and appearance of things and not their 
substance or proper qualities. It deals with a cognitive 
world that features metaphors, unwritten propositions, 
and descriptions. In this sphere, isomorphism to external 
reality is secondary. Any theory that rests chiefly on this 
language, however, is doomed to remain a folk science. 

4. The constellation of theories under the dominant para- 
digm marks the set of Pareto-efficient theories in a disci- 
pline at a given time. For the lack of a better term, effi- 
clency here implies the degree of proximity to the best 
model, an ideal that is yet to be articulated. 

5. А good theory clearly states and carefully distinguishes 
the different layers of its constituent assertions. 

6. As a formal system, theory cannot be both complete and 
consistent. Nevertheless, it strives toward a balance 
between incompleteness and inconsistency. 

7. Although we recognize the charactenstics of a good the- 
ory by its traits, we cannot establish definitive criteria for 
superiority within the constellation of efficient theories 
rooted in the same paradigm. (Which is more beautiful: 
Mozart's 40th symphony or Beethoven's 7th?) The supe- 
riority in this case is unsettled because of the lack of a 
supra criterion (based on Arrow's theorem [1963]).а 

. In the absence of the necessary criteria, the efficient the- 
ories of a single paradigm cannot compete against one 
another because they speak the same language but pose 
themselves for different levels of consistency and com- 
pleteness. 

9. Testing of theones is never decisive, but it provides the 
professional community with the pro or con arguments for 
the verdict. 

10. In the end, scholarly judgment vindicates a theory by 
placing it in textbooks, journals, and so on or ignores it as 
merely inferior. 

11. When efficient, a theory reigns until a new theory from 
another paradigm prevails. Even then, the old efficient 
theory persists beyond its time despite the dominance of 
the superior replacement. It does this because 
researchers prolong its life by using the old theory as a 
referent standard and continue to benefit from its approx- 
imating nature in commercial and technological under- 
takings. These theories cannot hold vigorous scientific 
communities around them and remain infertile for gener- 
ating progressive propositions. 

aArrow (1963) has shown that a social welfare functlon, one that 
uniquely and exhaustively maps the set of individual preference 
orderings (goals) into a joint preference ordering, ts Impossible. If 
Arrow's proof is correct, then the construction of such a choice the- 
огу is unattainable for our context, too. 


œ 
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efficient theories within the same paradigm are uncontest- 
ing, we find the replacement hypothesis questionable. In the 
first part of the article we examine the weaknesses of CATC 
as a fresh theory. In the second part we evaluate Hunt and 
Morgan’s proposal to replace the NTPC. 


What CATC Fails to Achieve 


Does CATC Provide a Fresh View? 


CATC does not provide a fresh perspective for our chal- 
lenging times. The fundamental premises of the comparative 
advantage theory have been noted already by numerous 
authors. Table 3 outlines some of these familiar tenets, 
which are central to a constellation of theories from early in 
this century. As in the NTPC, the CATC firm is the combiner 
of resources. It is an efficiency seeker in production and dis- 
tribution, as in Chicago School thinking, and it operates 
under the forces emanating from the environment, as in the 
Bain framework. The CATC model also nearly coincides 
with the view of resource-based theory (see Conner 1991), 
which in tum exhibits striking similarities to the Austrian 
School (Jacobson 1992). CATC's high accord with the other 
members of the exchange paradigm is readily apparent from 
Table 2. Therefore, we submit that CATC is hardly a new 
perspective. 

Although the CATC is introduced as a ground-breaking 
theory to replace the NTPC, its explanation of firm diversity 
and abundance in market economies is not at all epistemo- 
logically novel. This results because CATC borrows heavily 
from a European version of neoclassical theory that flour- 
ished in Austria during the past century. Austrian thinking 
accentuates continuous innovation as a driver of higher per- 
formance and points to such factors as flexibility, interfirm 
heterogeneity, intertemporal variation, and intangible 
resources (see Jacobson 1992). These are exactly the factors 
that CATC uses in its explanation. In particular, CATC 
includes a list of reasons to explain firm diversity: integra- 
tion of firms under varying degrees of trust, reliance on 
expansion of in-house capability, and uniqueness of firms. 
Hunt and Morgan also offer such factors as different assort- 
ments of resource use and the resulting comparative advan- 
tages, heterogeneity of demand, and innovativeness. The list 
can be expanded easily from the preceding literature to 
incorporate factors other than those noted by Hunt and Mor- 
gan. This is not surprising because the search for compara- 
tive advantage in resources as a motivation for not only 
enhancing efficiency but also creating new resources is a 
tired tenet. Versions have appeared in many theories apart 
from the Austrian School, including strategic choice theory, 
the population ecology model, and resource-based models 
(see Conner 1991; Hall 1972, Chapter 14, for related litera- 
ture; Jacobson 1992). 

CATC also is silent in areas in which theories from the 
exchange paradigm cannot provide answers to some current 
questions: Why does a strategy of selective intervention not 
perform at least as well as the chaotic market in some cir- 
cumstances? If market-mediated transactions work so well, 
why do firms often distribute and sell their own products and 
integrate vertically or horizontally rather than rely on exter- 


nal market agents? Do these actions lead to company ineffi- 
ciencies familiar in command economies? Why do centrally 
planned economies of the Eastern bloc, even after the 
change in political system, not foster the expansion and 
eventual dominance of the market system? After all, the 
spectacular success of market economies in Asia has shown 
that the market as an organizing force is not intrinsically 
limited to Western societies. What is the particular mecha- 
nism that accelerates the creation of resources in market 
economies and that seems lacking in command economies? 


Can CATC Explain the Downfall of Command 
Economies? 


When it comes to explaining and predicting nonmicro phe- 
nomena, such as the demise of the centrally planned 
economies, the theories in the exchange paradigm, including 
the CATC, are powerless (see Murrell 1991; Ofer 1987). 
The current directions of social change tend to increase the 
significance of those aspects of economics that are most 
anomalous. We often consider these aspects only as the 
effects of increasing externalities, both in a positive and neg- 
ative sense. In contrast, Hunt and Morgan’s claim that their 
theory is capable of explaining and predicting such phe- 
nomena is not well grounded. 

Their explanation is contained in three paragraphs. In 
the first, they point out that “command economies misallo- 
cate resources because of the lack of 'signals' from the mar- 
ketplace as to where planners should deploy resources; 
prices and profits in market-based economies serve as sig- 
nals and motivators for efficient resource allocation" (p. 3). 
Two examples are given (p. 3). In the second relevant para- 
graph, they state, "There is no reason to believe that Eastern 
bloc firms in each industry could not (and would not) have 
implemented in an equally competent manner the same stan- 
dard production functions to produce the same quality prod- 
ucts as did their Western market-based counterparts" (p. 4). 
Finally, they assert that "firms in planned economies have 
no natural mechanisms for rewarding higher quality goods 
and services" (p. 8). (The third point parallels the first, so we 
take these two in combination and refer to them as the first.) 
In their conclusion, Hunt and Morgan recap the discussion: 
*Our analysis indicates that the comparative advantage the- 
ory of competition explains these key macro and micro phe- 
nomena better than its perfect competition rival" (p. 13). 

Any fair analysis of Hunt and Morgan would suggest 
that both their statements are extant paradigm explanations. 
Ironically, the first one requires only the basic NTPC 
assumptions, much criticized by Hunt and Morgan and oth- 
ers. The second requires a modification of one of the 
NTPC's assumptions, namely, the relaxation of the indus- 
trywide production functions. The Chicago School has 
already offered this version. Therefore, neither statement 15 
new, and neither is sufficient to explain such a macro con- 
cept as a command economy, though they both pose as if 
they were assertions from a new theory. In centrally 
planned countries, purely "economic" considerations are 
not sufficient for explaining the behavior of the central 
planning authority or state enterprises. Instead, noneco- 
nomic considerations—political, social, ethnic, geographic, 


and so forth—may take precedence. The actors might be 
less guided or motivated by economic rationale in their 
decisions. All these are unaccounted for in the current the- 
ories because our paradigms can offer only weakly devel- 
oped and inherently implausible models of human behav- 
ior. In conclusion, if Hunt and Morgan use the extant rival 
explanation, we believe not only that their claim of better 
explanation collapses, but also that they come to endorse 
the rival explanation. 


CATC and NTPC Are Offsprings of the Exchange 
Paradigm 


The neoclassical framework is a constellation of theories 
rooted in the exchange paradigm. Like others, it is charac- 
terized by a set of substantive assertions. Among these are 
the following: Economic agents have preferences over out- 
comes, agents individually optimize subject to constraints, 
their choices are manifest in interrelated markets, agents 
have full relevant knowledge, and observable outcomes are 
coordinated and must be discussed with reference to equi- 
librium states. These idioms of neoclassical theory are 
imperfectly interpreted premises. Each finds its particular 
function in a given version of the theory. That is, the terms 
agents, optimize, knowledge, market, and equilibrium 
appear in ways appropriate to a particular version (for an 
analysis of the term market, see Skipper and Hyman 1995). 
They become a shared feature among the variants. For 
example, the neoclassical family includes human capital 
theory, rational expectations economics, and the theory of 
optimum tariffs, among others (Weintraub 1985). We 
explore several descendants of the neoclassical constellation 
in Table 2. АП share the neoclassical language, though each 
narrates a context different from the others. All are bounded 
by the specifying assertions in time and space (see Dubin 
1969). In addition, they come with a set of specifying asser- 
tions that are known (or for good reason are suspected) to be 
approximating, and therefore inaccurate. Consequently, 
their empirical corroboration or falsification is relevant. 
Unlike substantive assertions, which are neither corrobo- 
rated nor falsified, specifying assumptions always call for 
potentially testable propositions (Table 1, items 1 and 2). 

In our justification framework (Table 1), those theories 
that are consistent appear to be idealistic, idiomatic, styl- 
ized, and precise, yet when the emphasis shifts toward com- 
pleteness or breadth, the theory shows holistic tendencies. It 
becomes encapsulating but imprecise, much like a folk nar- 
rative. The trade-off between incompleteness and inconsis- 
tency is the curse of Godel's Incompleteness Theorem 
(Table 1, item 6). Given this vicious trade-off, we assert that 
NTPC and CATC are the products of the same exchange 
paradigm but poise themselves for the trade-off differently. 
NTPC prefers to emphasize consistency, whereas CATC 
favors comprehensiveness. In Hunt and Morgan's (1995) 
Table 1, the second and third columns exhibit cases of the 
same concept. For example, homogeneity and heterogeneity 
are the limiting states in which the “variety-count” 
approaches zero or many, respectively. "Self-interest maxi- 
mization without a constraint" is a special case of а “соп- 
strained" situation, and so on. 
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TABLE 2 


CATC's Relationship to Theories of the Exchange Paradigm 





NTPC 


The Austrian 
Schoola 


Bain’s Firm 
Theory 


Schumpeterian 
Theory 


The Chicago 
School 


Transaction 
Costs 
Theory 


How CATC Is Similar 





*Firm is an input combiner. 
«Humans are motivated by self-interest. 


«Firm is an innovation seeker. 

*Markets are dynamic processes of discovery that 
mobilize dispersed and imperfect information. 
*The firm is motivated by the desire for supranor- 
mal profits as a vehicle for promoting discovery 


. and for realizing opportunities in a constantly 


changing (disequilibrium) marketplace. 

*By assuming market efficiency, this school pre- 
cludes persistent profit opportunities. Profits exist 
only to the extent of uncertainty and disequilibrium. 
«Entrepreneurs see a mismatch (imperfection) 
between the offenngs and demand, and their 
arbitrage results in profits. 


«Firm is an output restrainer. 

«Firm's ecology poses critical constraints on its 
attainment of goals. 

*Performance differential results from firm hetero- 
geneity, either among the firms within the indus- 
try or between industry incumbents and those 
blocked from entry. 

eln the long-run equilibrium, earning differentials 
are possible. 


«Firm is a competitive advantage seeker. 
*Returns result from advantages accrued from 
new ways of competing. 

«Entrepreneurial vision is central to firm success. 
*Potential imitators always exist. 


*Firms are efficiency seekers. ; 

*Firms have heterogeneous production functions. 

¢Firm-specific (size and scope) competency differ- 
ences reflect the extent to which production and 
distribution efficiencies are achieved. 
Information is costly. 

Emphasis is on the efficiency differentials. 

*The focus is on long-term behavior. 


«The firm is an avoider of transaction costs that 
result from market exchange. Such costs include 
ali the negotiation, monitoring, and enforcement 
costs. These are necessary to ensure that con- 
tracted goods and services between and within 
firms are forthcoming. 

«Asset specificity, uncertainty, and bounded ratio- 
nality are critical concepts constraining the firm's 
achievement. 
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How CATC Is Different 





«Critical resources are immobile, intangible, and 
self-compounding. 

«Demand is heterogeneous and dynamic. 
«Information is imperfect. 

«Firms are content with superior financial perfor- 
mance. i 

*The firm is not a black box. 

*Market equilibrium is a pernicious abstraction. 
Instead, markets are in constant turmoil. 


eIn CATC, imitation can result in only parity returns, 
whereas acquinng a new resource can result in a 
sustained competitive advantage and superior 
returns. This way, profits do not necessarily dis- 
solve as more and more imitation occurs. 


«The firm is not a rent seeker. The earnings are not 
necessarily a reflection of monopoly power or col- 
lusion, coupled with entry deterrence. 

•Тће appropriate unit of analysis is the firm, not 
mdustry. . . 

Management (internal efficiency) of the firm is a 
salient factor. 

*The firm's behavior is more a deliberate choice 
than a foregone conclusion from external factors. 


*Healthy earnings can result from less-than-radical 
innovative leaps. 


*Efficiency is self-reinforcing. 
eCATC disagrees with the profit-maximization 
ideal. 


eFocus is on deployment and combination of 
resources to meet heterogeneous and dynamic 
demand rather than on avoidance of negative 
aspects of market exchange. 


Resource-Based 
copy inputs. 


«Firm is a seeker of unique or otherwise costly-to- 


«The resource-based theory's focus is on short- or 
medium-term behavior. 


«The appropriate unit of analysis Is the firm, not 


industry. 


«Тһе management (internal efficiency) of the firm 


is a salient factor. 


eFirm behavior is a deliberate choice more than a 


foregone conclusion from external factors. 


eHealthy earnings can result from less-than-innov- 


ative leaps of the Schumpeterian type. 


«Focus is on deployment and combination of 
resources to meet heterogeneous and dynamic 
demand rather than on other considerations, 
such as avoidance of negative aspects of market 


exchange. 


_________________"""______________________________- 

Although Schumpeter frequently is linked to the Austnan School, his notion of the market being, at times, in equilibnum separates him from 
the mainstream Austnan perspective. Austrians argue that for an economy to be in equilibrium, innovations must be discontinuous They view 
innovation as a continuous process, so thelr market Is never in equilibnum (Jacobson 1992). 


Adequacy of Assertions In CATC 


Contrary to the requisite distinction between different cate- 
gories of assertions, the authors of CATC adopt a loose 
argumentation style. Consider, for example, their disagree- 
ment with the assertion of “maximizing performance.” Hunt 
and Morgan are not the first to reject this proposition. The 
maximization principle has long been a source of discontent 
for its unrealism as a substantive assertion of neoclassical 
theory (see, e.g., Robinson 1979, p. 94). Nevertheless, neo- 
classical theory treats the profit-maximization assumption to 
mean that firms actually behave as if their profits are at the 
maximum. The orthodox assumption of "operating at the 
maximized profit state” differs from the assumption that 
“things happen as if firms are seeking rationally to maxi- 
mize their profits.” The former is a substantive assumption 
of orthodox microeconomic theory. The latter is a heuristic 
assumption of that theory (Cyert and Pottinger 1979). Given 
the premise that substantive assumptions are not subject to a 
reality check (Table 1, item 1), a criticism of the maximiza- 
tion assertion that is based on unrealism falls short of theo- 
retical or empirical logic (for formal defense of this asser- 
tion, see Boland 1981). 

Our purpose here is not to defend the maximization prin- 
ciple. Rather, we argue that Hunt and Morgan’s suggestion 
of gauging performance to the superior referent is equally 
problematic as a substantive assumption. Because they sub- 
scribe to the view of “superior and sustainable performance 
... relative to the world’s best rivals" (p. 6), they are vulner- 
able to the same criticism made by Keynesians against the 
neoclassical maximization assumption. Shackle (1973), fol- 
lowing Hayek and Keynes, argues that the maximization 
supposition demands the knowledge necessary for the 
process of choosing the “best” alternative. From a behav- 
ioral perspective, if maximization is a deliberate act, then 
the actor must have acquired all the information necessary to 
determine or calculate which alternative maximizes utility. 
So must the firm that compares its performance to the best 
rivals. Because perfect information is denied even for con- 
sumers in another substantive assumption of CATC (Table 3, 
tenet 2), the gauging of performance to the best rivals is 
impossible. 


TABLE 3 
The Fundamental Premises of CATC Are 
Familiar Tenets 





1. CATC views industry demand as significantly heteroge- 
neous and dynamic (Alderson 1957; Dickson 1992). 

2. Consumers have imperfect information regarding products 
that might match their tastes and preferences, and obtain- 
ing such information is often costly in terms of both time 
and money (March 1988; Simon 1957; Zey 1992). 

.In their roles as both consumers of products and man- 
agers of firms, humans are motivated by the constraint of 
self-interest seeking (a fundamental belief since Adam 
Smith). 

4. The firm's primary objective is superior financial perfor- 
mance rather than maximizing a profit function (Cyert and 
Pottinger 1979; Jacobson 1992; Papendreou 1952). 

5. Resources are the tangible and intangible entities avail- 
able to the firm that enable it to produce efficiently and/or 
effectively a market offering with value for some market 
segment or segments (Barney 1991; Wernerfelt 1984). 

6. Resources are both significantly heterogeneous across 
firms and time and imperfectty mobile (Barney 1991; Col- 
lis 1991; Conner 1991; Dierickx and Cool 1989; Peteraf 
1993). 

7. The role of management in the firm is to recognize and 
understand current strategies, create new strategies, 
select preferred strategies, Implement or manage those 
selected, and modify them over time (Hail 1972). 

8. Whereas neoclassical theory—together with the tradi- 
tional organizational vlew (Bain 1956)—assumes that the 
firm's environment, particularly the structure of its industry, 
determines its conduct (or strategy) and performance 
(profits), the CATC—within the Austrian tradition—main- 
tains that environmental factors only influence the firm's 
conduct and performance (Child 1972; Jacobson 1992; 
Lawrence and Lorsch 1967; Perrow 1986; Thompson 
1967; Van de Ven 1979). 


[^] 


А similar predicament can be traced with respect to 
tenets 3 and 4 (Table 3). If firm performance is the principal 
concern and a deliberate goal (tenet 4), the agents constitut- 
ing the firm must not only forgo their self-interest under cer- 
tain conditions but also make commitments to act against 
their own interests. Because such a provision is denied in 
tenet 3, achievement of superior performance is at best a rel- 
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ative concept and perhaps an impossibility. Moreover, in the 
CATC world, because firms are universally not opportunis- 
tic (p. 9), but customers are self-interest seekers (tenet 3), it 
is likely that firms become vulnerable to exploitation. 


Epistemic Difficulties 


Theories that are based on heuristic assertions tell a more 
sensible story. To be convincing, however, a clear statement 
must be made of substantive and specifying assertions and 
their intended theoretical mechanism. When we state that a 
market consists of heterogeneous firms, we attribute a cer- 
tain quality to the firms, in the same sense as the billiard 
ball representation of the perfect theory of gases. As a 
heuristic assumption, the billiard ball image is a powerful 
device for cognitive projection. It facilitates communica- 
tion between two individuals and also eases the problem- 
solving process; however, when used as a specifying or 
substantive assumption, it blurs the intended purpose 
within the semantic complexity. 

For a good fresh theory, the assertions should stand with 
their explicit implications. CATC can be criticized for stat- 
- ing its substantive assertions as if they were heuristic (Table 
1, items 1 and 3). For example, the assertions of heteroge- 
neous and dynamic demand are umbrella terms for a world 
that consists of different entities and has a temporally chang- 
ing nature. Although this might seem vividly realistic in a 
literary work, its place in a scientific theory needs further 
elaboration. Unless explicated in this or another theory, the 
idiom “heterogeneous and dynamic demand” remains a 
heuristic language, an ambiguous delineation from a folk 
science. It is a whole semantic field rather than a unique 
meaning. The same is true of the assertions about intangible 
assets, immobility of resources, and so on. It is the respon- 
sibility of the authors and not of the audience to clarify 
terms, how they affect the underlying mechanism, and why 
they appear in the theory. Otherwise, telling the story in a 
loose language (with heuristic assertions) might be an entic- 
ing proposition. However, it presents perplexing epistemic 
difficulties stemming from the imprecision of such quali- 
fiers as “heterogeneous” demand, “temporal” behavior, 
“varying” preferences, “limited” information, “imperfectly” 
mobile resource, "intangible" resource, and “superior” per- 
formance. For each, we require a theory in itself. 

Sensitivity to language 18 particularly important in social 
Science because a new theory not only spells out its asser- 
tions in a language of its choice but also often partially 
invents the language. Newton's invention of calculus for the 
theory of mechanics is different from designing a survey 
questionnaire to understand the concept of innovation. The 
former is progressive because it creates its language (calcu- 
lus) separately from the intended use (mechanical theory). 
The latter is tuned to its use. As it self-references, it can eas- 
ily become self-perpetuating and regressive. Consequently, 
our language, perhaps arbitrarily, narrates not the phenome- 
non under study but itself. Like a snake swallowing its tail, 
as it self-references, it falls into the trap of paradoxes. Larger 
and less specific semantic fields (heuristic assertions) easily 
find their way into the final language. The resulting theory is 
less likely to prompt the desired level of precision. This 
hardly improves the eventual qualities of the theory. 
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Amorphous Concepts and Circularity 


Consider the example of innovation, a proposed antecedent 
of firm diversity. Any hypothesis that links firm diversity to 
innovativeness can plausibly serve as a substantive asser- 
tion. The lack of appropriate specification, however, makes 
the theory vulnerable to circular, tautological, epiphenome- 
nal, and vacuous statements. As it stands, CATC cannot 
escape some of these pitfalls because of the heuristic nature 
of its assertions. It is circular because it explains firm diver- 
sity by uniqueness and comparative advantage differentials. 
It is tautological because things that are individually 
"unique" always are collectively “diverse.” Also, these terms 
lend themselves to circular relationships. In the case of inno- 
vation, when it is related to another variable (such as tech- 
nology, new product development, and quality improve- 
ment), this variable also becomes innovative..For instance, it 
might be claimed that quality improvement determines 
innovation, but quality improvement is often an innovative 
trait. Therefore, it is determined by the concept of which it 
is a part. 

Besides having conciusions equivalent to its assertions, 
concepts such as innovation and intangible assets become 
vague constructs. The specification and implications of 
such concepts have drawn little agreement among scholars. 
Their temporal and situational nature makes their consen- 
sual delineation a difficult task. For example, Miller and 
Shamsie (1996) complain that the concept of resource 
remains an amorphous one that rarely is operationally 
defined or tested for its implications. Conner (1991, p. 145) 
joins them in the critique of resource-based theory, assert- 
ing that "in the end everything in the firm becomes a 
resource and hence resources lose explanatory power.” 
After a literature review, Miller and Shamsie (1996) are sat- 
isfied with the resource definition of Barney (1991), who 
conceives the resource as values that confer enduring сот- 
petitive advantages to a firm to the extent that the resource 
is rare or hard to imitate, has no direct substitutes, and 
enables companies to pursue opportunities or avoid threats. 
Given this definition, we have a puzzling ambiguity in 
CATC, which views the greater abundance in market-based 
economies as stemming from rewards established through 
higher-order resources. Search for a comparative advan- 
tage in resources becomes a powerful motivation not only 
for efficient use of existing resources but also for creating 
new ones. In CATC's explanation of abundance, therefore, 
the causes (search for a comparative advantage in 
resources) cause causes (create new resources that confer 
further competitive advantage), which in turn cause further 
causes to cause causes (for problems with this mechanism, 
see Wilden 1972, p. 39). To say the least, this is ambiguous. 
Therefore, it is unfair to the audience to leave the term 
resource as an amorphous concept. 


Can CATC Replace NTPC? 


Past writers have raised three related sets of objections to 
NTPC. First, it is faulted for ignoring real-life concerns that 
give legitimacy to economic analysis. Second, it is accused 
of incongruity with empirical results. Third, it is blamed for 


biasing economic arguments in favor of a particular politi- 
cal-moral norm. In order to accept CATC's superiority over 
NTPC, we first must be satisfied that its propositions con- 
stitute a clear, coherent, cogent set of assertions with desir- 
able qualities. As a necessary condition, we expect the con- 
tender theory (CATC) to be Pareto efficient under a new par- 
adigm (Table 1, items 4 and 5). Furthermore, in order to 
replace an existing theory, the challenger must convince the 
scientific community that the incumbent (NTPC) is Pareto 
inefficient (Table 1, items 4, 7, and 8). These conditions are 
hardly met in CATC's challenge of NTPC. 


Theorles In Social Science Are Tenacious 


It is difficult to expunge our theories on the grounds of log- 
ical or empirical considerations. This partly stems from the 
nature of language in these theories. CATC is no exception. 
The statements in our Table 1 are existentially qualified 
statements or derivatives of this form and, hence, are 
irrefutable solely on logical grounds. In addition, the 
methodological problems of their empirical refutation are 
widely accepted. Therefore, substantively fused theoretical 
constructs, and a language loaded with existential qualifiers 
as well as our own values, are not amenable to replacement. 
We can modify, expand, and merge them, but we can hardly 
expunge them. 

From this angle, the robustness of CATC is trivial. This 
is because it speaks with some universal qualifiers and con- 
venient adjectives. That is, it ensures its validity by moving 
from homogeneous to heterogeneous, static to temporal, 
constant to varying, perfectly mobile to imperfectly mobile, 
tangible to intangible. Such a language secures convenient 
irrefutability qualities, but it states the uninteresting, com- 
monsensical, unsurprising, and uninformative. According to 
Lakatos (1970, p. 118), straightforward generalizations, 
even empirical ones, constitute no progress. For progress to 
occur, the fact must be pleasantly surprising, improbable, or 
even impossible in light of previous knowledge. 


Problems with the Replacement Hypothesis 


CATC is conceived as a replacement (not reformation) of 
NTPC, but we believe this is questionable. In our view, the 
replacement can happen in two ways: First, the contender 
can convince the scientific community that NTPC has been 
inefficient, in which case the new theory must cogently 
refute the incumbent; and second, the contender can allow 
that NTPC was efficient in its time but no longer, since 
CATC, a new theory under an emergent paradigm, cogently 
prevails in the scientific community. 

Let us examine the first condition, that NTPC has been 
inefficient all along. This assertion is highly dubious or at 
best unlikely. NTPC has successfully provided explicit 
propositions that lend themselves to the derivation of 
tractable and possibly testable hypotheses. NTPC has a 
record of some predictive and explanatory power There is 
little evidence to refute the conclusions derived from the 
theory. [ts scope, exceptions, and contingencies have been 
explicated. It is based on explicit assertions that also connect 
well with extant macroeconomic concepts (Nelson 1984). 
Moreover, the neoclassical model is adequately comprehen- 
sive within its intended framework. It is not clear that the 


explanatory or predictive purpose of scholars would be 
served better by fusing this theory with any other model. 

There is other evidence for NTPC's efficiency. First, the 
underlying premises, such as rational pursuit of self-interest, 
are reasonable starting points for a theory of competition. 
Second, the implications of its assertions have been traced 
out in great detail. Empirical hypotheses derived from the 
theory have been a topic of extensive testing. In the final 
analysis, there is not much evidence to refute the conclu- 
sions drawn from this theory. Third, scientists often begin 
with an axiomatic system. They then investigate the logical 
implications of its assertions without considering whether 
these are true. These specifying assertions are then slightly 
modified or relaxed by considering the complexities that ini- 
tially were assumed away. Taking a simplified view of the 
world, we can begin to formulate a fundamental under- 
standing of the “messier” real world. In this way a stylized 
nucleus such as NTPC conveniently extends itself to more 
sophisticated situations. This is acceptable, because it would 
be extravagant to assert that a single theory can serve all our 
explanatory and predictive purposes. Rather, a single theory 
accounts for some or all of the major phenomena, as indi- 
cated in its specifying assumptions. Given these arguments, 
it is not convincing to suppose that the scientific community 
has been faulty in placing NTPC into its textbooks, journals, 
and professional libraries. 

We now explore the second possibility, that NTPC was 
efficient in its time, but its reign comes to a close with 
CATC's new paradigm. This is also a dubious proposition, 
since we have already argued that the symmetry between 
CATC and NTPC does not justify replacement. CATC gath- 
ers its idioms from an extant paradigm—namely, the 
exchange paradigm—and positions them diagonally from 
NTPC. Unless one indulges in linguistic solipsism, the 
dyadic relationships (such as mobile/immobile, costless/ 
costly) between CATC and NTPC are obvious. Moreover, 
CATC's qualifiers (dynamic, intangible, and so on) and 
dated idioms also argue against a new paradigm. In conclu- 
sion, we maintain that (1) the efficient members of the 
exchange paradigm cannot claim superiority over one 
another (Table 1, item 8) and (2) if this is true, then CATC— 
even when considered to be efficient—cannot challenge 
МТРС, let alone replace it. А successful challenger, in addi- 
tion to meeting a host of conditions, must come from a new 
paradigm. 


Conclusion 


CATC attempts to explain the global downfall of command 
economies vis-à-vis the abundance and firm diversity found 
in market economies. [t does not succeed, however, because 
its explanation is hardly cogent and “pleasantly surprising" 
(as Lakatos [1970] would demand from a new theory). 
Clearly, we would welcome a fresh theory under a new par- 
adigm, but the new model would have to avoid the familiar 
deficiencies of extant theories. It would have to be precise 
but not useless, comprehensive but not overextended. 

The following arguments are warranted. First, CATC 
and NTPC are rooted in the same paradigm, but they balance 
incompleteness and inconsistency in different ways. NTPC 


Comparative Advantage Theory / 71 


emphasizes consistency and cannot be dismissed on the 
grounds of incompleteness. In the Weberian sense, theories 
that focus on ideal types emphasize the stylized models of 
the phenomenon under consideration. They provide the suf- 
ficiency explanations for a discipline. That is, dominant 
results from idealized theories serve as a benchmark for the 
logical (internal) consistency of more comprehensive theo- 
ries. CATC strives for a larger scope in reacting to the defi- 
ciencies of NTPC, but in doing so it opens itself to attack. 
No theory is intended to answer all questions. The desire to 
become overly extensive easily compels a theory to employ 
a loose (heuristic) narrative, and the theory then falls into the 
ambiguity trap. It wants, conversely, to provide solid and 
nonarbitrary articulation of a huge scope. On the other hand, 
it desires to leave itself a safe line of retreat: Those who 
object can always be told that no.such conclusion is relevant 
and that the presentation is conditional. This was the method 
of astrologers in antiquity and still is the style of many the- 
orists in social science. 

Second, theories that thrive on comprehensiveness eas- 
ily become vulnerable. Under the banner of greater gener- 
alization or superior abstraction, they often face the 
predicaments stemming from semantic confusion. This is 
exactly the situation with CATC. In particular, using the 
idioms of the exchange paradigm, CATC proposes a col- 
lection of statements in a complementary (symmetric) form 
to NTPC (Table 1 in Hunt and Morgan). That is, it attempts 
to arrive at a useful theory by extending terms homoge- 
neous to heterogeneous, static to temporal, constant to 
varying, perfectly mobile to imperfectly mobile, tangible to 


intangible. This secures for CATC a convenient irrefutabil- 
ity quality, but it then becomes vulnerable to the criticism 
of adopting a heuristic language. Such a theory will be 
accused of assuming coherence in the fragmented asser- 
tions from a folk science. 

Third, the replacement supposition is dubious. When it 
comes to theory efficiency, Kuhn and Polanyi propose that 
social choice settles the score. According to them, the 
legitimacy of a theory is the result of social acceptance 
emergent over time. Therefore, in Kuhnian terms, our col- 
leagues eventually will decide whether CATC is efficient. 
Let us assume it achieves that status and secures itself a 
place next to NTPC. Even so, the question of supremacy 
will remain inconclusive. There will be no score to settle 
between the two because, as evidenced by Table | in Hunt 
and Morgan, their substantive idioms coincide and bear 
symmetrical specifications. Given that CATC and NTPC 
are both offshoots of the exchange paradigm and given that 
we lack a supracriterion for their contest, the replacement 
is impossible. 

This article draws attention to some common flaws, to 
some disputable ideas in the epistemology of marketing, so 
that they do not become conventionalized. We certainly need 
more discussion about what we are doing in theory con- 
struction, why we are doing it, and how to go about it. A col- 
lection of sentences does not necessarily make a story, and a 
collection of assertions, even after being verified in some 
form, does not necessarily make a theory. It reduces the the- 
ory to a dictionary of language without sentences (Homans 
1964, p. 957; Sutton and Staw 1995). 


a DU] 
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Shelby D. Hunt а Robert M. Morgan 


Resource-Advantage Theory: A 
Snake Swallowing Its Tail or a 
General Theory of Competition? 


Deligónül and Cavusgil (1997) conduct a paradigm-level analysis of resource-advantage (R-A) theory. They argue 
that (1) Hunt and Morgan (1995) offer resource-advantage theory as a replacement for perfect competition theory, 
(2) a successful challenger to any theory must come from a new paradigm, (3) but both perfect competition and R- 
A theory come from the same paradigm. Therefore, (4) the replacement thesis is dubious. We evaluate their 


argument. 


a paradigm-level analysis of resource-advantage (R- 

A) theory, and we thank them for taking the time to 
do so. Since its original articulation in the Journal of Mar- 
keting (Hunt and Morgan 1995) and its subsequent develop- 
ment in management (Hunt 1995), marketing (Dickson 
1996; Hunt 1997b; Hunt and Morgan 1996), institutional 
economics (Hunt 19972), socio-economics (Hunt 1997c), 
and evolutionary economics (Hunt 1998a, b), the reactions 
to R-A theory have been remarkably bipolar. Although 
many scholars have been extraordinarily positive, others 
have been equally negative. 

DC’s appraisal contrasts sharply with the positive com- 
ment of Dickson (1996). Consider, for example, the descrip- 
tors that DC use to characterize R-A theory's structure, foun- 
dations, concepts, logic, and intellectual heritage: "hardly a 
new perspective,” “not at all epistemologically novel," “а 
tired tenet" (p. 66), “powerless,” “not well grounded,” “inher- 


ently implausible,” “a folk narrative” (p. 67), “loose argu- 


D: and Cavusgil (1997) (hereafter, DC) conduct 


TAs we indicated in Footnote | of “The Comparative Advantage 
Theory of Competition" (H & M 1995), we viewed "comparative 
advantage theory" and "resource-advantage theory" as equally 
appropriate labels for our theory. We soon came to realize, how- 
ever, that many readers so strongly associate the label “сотрага- 
tive advantage" with the comparative advantage theory of trade that 
they misinterpret our theory as focusing on a comparative advan- 
tage in physical resources Nothing could be further from the truth. 
Our theory focuses on the comparative advantage that a firm might 
have in both tangible and intangible resources. Indeed, organiza- 
tional competencies, which are intangible resources in our view, 
play a major role in our theory. Therefore, given the confusion that 
the label "comparative advantage" has caused, we now refer to the 
theory as the "resource-advantage theory of competition." We ask 
others to do the same. 


Shelby D Hunt is the J B. Hoskins & P.W. Horn Professor of Marketing, 
Texas Tech University. Robert M Morgan is Assistant Professor of Mar- 
keting, College of Commerce & Business Administration, University of 
Alabama. The authors thank Dennis Arnett, the editor, and JM reviewers 
for helpful comments. 
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mentation style" (p. 69), “folk science,” “like a snake swal- 
lowing its tail,” “tautological,” “vague,” “amorphous,” 
“ambiguous” (p. 70), “trivial,” “uninteresting,” “common- 
sensical,” “unsurprising,” “uninformative,” “solipsism,” 
“dated idioms” (p. 71), “loose (heuristic) narrative,” “method 
of astrologers,” “semantic confusion,” and “fragmented 
assertions from a folk science” (p. 72).2 Goodness, there 
could be, we suggest, no redeeming value to a theory for 
which even half these descriptors were warranted by sound 
argument. 

For DC, the preceding terms of opprobrium are war- 
ranted by their argument, whose central premises appear to 
be the following: (1) Hunt and Morgan (hereafter, H & M) 
offer R-A theory “as a replacement" (p. 71) for perfect com- 
petition theory; (2) however, a "successful challenger, in 
addition to meeting a host of conditions, must come from a 
new paradigm" (p. 71). (3) But both perfect competition and 
R-A theory are "the products of the same exchange para- 
digm" (p. 67); (4) therefore, "the replacement supposition is 
dubious" (p. 72). 

Note that DC never quote us on the replacement thesis— 
and for good reason. Not only does the replacement thesis 
not appear in H & M (1995), but the thesis is false. As read- 
ers will recall, H & M (1995) set for itself an extraordinar- 
ily ambitious—some would say outrageously presumptu- 
ous—task: to articulate the foundations and structure of a 
new theory of competition in the confines of a single journal 
article instead of a monograph or book. Making the task 
even more difficult was the need to demonstrate the theory's 
direct application to current marketing thought. Accord- 
ingly, our original submission to JM had two distinct parts. 
The first detailed the foundations of R-A theory and argued 


2We thank JM reviewers for their counsel to refrain from 
responding in kind to the pejorative language of DC. Although we 
took no personal offense, readers might find uncivil either DC's 
use of certain terms of opprobrium or the sheer number of such 
terms in one short comment. As Hirschman (1989) points out (and 
deplores), writers in the paradigm “wars” of the 1980s seemed, all 
too frequently, to abandon normal academic norms of discourse— 
and DC's comment is, if nothing else, a paradigm-level analysis. 
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that it could contribute to explaining why market-based 
economies were more productive and more innovative than 
command economies; the second showed how a market ori- 
entation could be a firm resource. Reviewers, quite properly, 
brought up a host of issues on both sections that required 
clarification, elaboration, and justification. Responding to 
the reviewers meant that the manuscript began to grow—and 
grow. 

The editor intervened in the process and pointed out that 
a complete elaboration of all aspects of R-A theory, includ- 
ing each and every concept—as DC now castigate us for not 
doing in H & M (1995}—would require an entire JM issue, 
perhaps more. Therefore, the editor established priorities for 
our revisions and directed that scores of issues must await 
future work.3 

A major issue that H & M (1995) left unresolved was 
whether R-A theory and perfect competition were mutually 
exclusive, complementary, supplementary, or something 
else. By the time JM had accepted Dickson's (1996) highly 
constructive comment, we believed that we could argue 
cogently the following: “R-A theory is a process theory that 
can explain when neoclassical theory will (and will not) pre- 
dict successfully, because R-A theory incorporates perfect 
competition as a limiting, special case" (H & M 1996, p. 
113). Furthermore, because R-A theory incorporates, rather 
than replaces, perfect competition, it "subsumes, by impli- 
cation, the extant predictive successes of neoclassical theory 
... [and] preserves the cumulativeness of economic science" 
(H & M 1996, p. 113). 

Thus, DC's replacement thesis, the starting point for 
their entire comment, is demonstrably false. DC's original 
JM submission was in April 1996, before H & M (1996) was 
published. However, the JM editor has advised us to alert 
readers to the time line of the review process for DC's com- 
ment. Therefore, we ask readers' forbearance for noting the 
following: (1) the final draft of DC's comment reached JM 
in January 1997, three months after the publication of H & 
M's (1996) article that flatly contradicts the replacement 
thesis; (2) the JM office sent prepublication drafts of both 
Dickson (1996) and H & M (1996) to DC on September 6, 
1996, four months before DC's final draft and one month 
prior to their next-to-last revision; and (3) the editor's Sep- 
tember 6 letter specifically advised DC that these drafts 
“may be useful to you in your revision.” How and why DC's 
revisions came to be drafted, reviewed, and accepted with an 
obviously false starting point, we do not know—nor will we 
speculate. What is done, though regrettable, is done. Let us 
move on to the rest of DC's argument. 


R-A Theory and the Exchange 
Paradigm 


DC allege that both perfect competition and R-A theory are 
"the products of the same exchange paradigm” (p. 67). If, 
for discussions purposes only, we assume that paradigm- 
level analyses are useful and that there is such a thing as the 


3We are grateful to former editor Rajan Varadarajan for his skill- 
ful guidance in the revision process. H & M (1995) benefited 
greatly from his many insights. 


exchange paradigm, of which perfect competition theory is 
a part, what are the paradigm's characteristics? DC state, 
“Economic agents have preferences over outcomes, agents 
individually optimize subject to constraints, their choices 
are manifest in interrelated markets, agents have full rele- 
vant knowledge, and observable outcomes are coordinated 
and must be discussed with reference to equilibrium states" 
(p. 67). 

Clearly, according to DC's membership requirements 
for their posited exchange paradigm, R-A theory does not 
belong. It is true that perfect competition assumes that eco- 
nomic agents optimize, for to optimize is to choose, in some 
context, the single best option. For example, because neo- 
classical theory is firmly committed to expressing all rela- 
tionships in the language of calculus (Rosenberg 1992), 
firms optimize by maximizing profits. But as shown in Table 
1, R-A theory specifically rejects the view that firms opti- 
mize (or maximize) anything. Instead, R-A theory maintains 
that "the firm's primary objective is superior financial per- 
formance" (H & M 1995, p. 6). As Langlois (1986, p. 252) 


` points out, though economic "agent[s] prefer more to less all 


things considered,” this “differs from maximizing in any 
strong sense.” We argue that firms do not maximize financial 
performance because (1) managers lack the capability and 
information to maximize (Simon 1979); (2) managers’ self- 
interests could diverge from those of owners; and, as H & M 
(1995) emphasizes, (3) financial performance is constrained 
by managers’ (and owners’) moral codes.4 

Furthermore, rather than assuming that agents have full 
relevant knowledge, R-A theory proposes that firms operate 
“under conditions of imperfect (and often costly to obtain) 
information about customers and competitors” (H & M 
1995, p. 6). Finally, though it is true that perfect competition 
insists that competitive processes must be discussed with 
reference to equilibrium states, R-A theory maintains, “Dis- 
equilibrium, not equilibrium, is the norm, in the sense of a 
normal state of affairs. It is also the norm in the sense of a 
preferred state of affairs” (H & M 1995, p. 8). 

In conclusion, DC’s conditions for membership in what 
they call the exchange paradigm imply that they are mani- 
festly incorrect in claiming that both perfect competition 
and R-A theory have the necessary conditions. Although 
both perfect competition and R-A theory deal with 
exchange (and share other similarities), DC allege falsely 
that R-A theory is a member of their self-described 
exchange paradigm. 


R-A Theory and Epistemology 


R-A theory adopts scientific realism as its epistemology and 
therefore places the use of reason and evidence at center 
stage in theory choice: “Specifically, ... each premise is 
offered as a proposition that can and should be subjected to 
empirical testing" (Н & M 1995, p. 5). In contrast, DC main- 
tain that using reason and evidence for theory choice is, at 


4Note that Simon's (1979) satisficing does not equate with our 
view because (1) satisficing (as we understand it) focuses only on 
factor 1 and (2) satisficing implies good enough, which is different 
from superior to. We thank a JM reviewer for reminding us to clar- 
ify this issue. 
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TABLE 1 
Foundational Propositions of the Neoclassical and Resource-Advantage Theories of Competition 





Neoclassical Theory 


P1: Demand is 
static. 

P2: Consumer information is 

P3: Human motivation is 

P4: The firm's objective is 

P5: The firm's information is 


P6: The firm's resources are 


P7: Resource characteristics are 


P8: The role of management is 


P9: Competitive dynamics are 
exogenous. 


Source: Adapted from Hunt and Morgan (1995). 


best, insufficient because in comparing theories “we lack a 
supracriterion for their contest" (p. 72). For DC, because 
"we cannot establish definitive criteria for superiority," 
choosing between theories in science equates with "Which 
is more beautiful: Mozart's 40th symphony or Beethoven's 
7th?" (p. 66). Instead of focusing on the importance of rea- 
son and evidence, DC cite Kuhn and Polanyi for authority 
and "propose that social choice settles the score" (p. 72). 

Unfortunately, DC adopt one of the most thoroughly dis- 
credited epistemologies of the 20th century: Kuhn's concep- 
tual framework-relativism. Because the massive epistemo- 
logical and moral problems plaguing all forms of relativism 
have been extensively discussed in JM and elsewhere (Hunt 
1990, 1991, 1992, 1993, 1994), we need not detail those 
arguments here. Instead, we use DC's version of conceptual 
framework-relativism to illustrate why even Kuhn, in his 
later years, rejected relativism. 

АП genuine forms of relativism have both a relativity 
thesis (something is relative to something else) and a 
nonevaluation thesis (one cannot evaluate objectively across 
the "something else") (Siegel 1987). DC's paradigm-rela- 
tivism holds that (1) the knowledge claims of competing 
theories are relative to their respective paradigms and (2) the 
knowledge claims of competing theories cannot be evalu- 
ated objectively, impartially, or nonarbitrarily across para- 
digms because “we lack a supracriterion" (p. 72) for such 
comparisons. 

Consider, then, how DC's paradigm-relativism would 
answer Kuhn's famous exemplar of a paradigm: Does the 
sun revolve around the earth or does the earth revolve 
around the sun? To this question, DC's relativism can only 
respond: First I must know whether you subscribe to the par- 


76 / Journal of Marketing, October 1997 


heterogeneous across industries, 
homogeneous within industries, and 

perfect and costless. 

self-interest maximization. 

profit maximization. 

perfect and costless. 


capital, labor, and land. 


homogeneous and perfectly mobile. 


to determine quantity and implement 
production function. 


equilibrium seeking, with innovation 


Resource-Advantage Theory 


heterogeneous across industries, 
heterogeneous within industries, 
and dynamic. 


imperfect and costly. 

constrained self-interest seeking. 
superior financial performance. 
imperfect and costly. 


financial, physical, legal, human, 
organizational, informational, and 
relational. 


heterogeneous and imperfectly mobile. 


to recognize, understand, create, 
select, implement, and modify 
strategies. 


Disequilibrium provoking, with 
innovation endogenous. 


adigm of Copernicus or Ptolemy, for these paradigms—like 
all paradigms—“lack а supracriterion” (p. 72) for theory 
choice, and therefore, there is no truth to the matter of celes- 
tial body rotation independent of the paradigm you hold. 
Indeed, for DC’s relativism, even if there were a truth to the 
matter we “cannot establish definitive criteria” (p. 66) for 
knowing it5 It must, therefore, be a matter of “social 
choice” (p. 72), like choosing between “Mozart’s 40th sym- 
phony or Beethoven’s 7th” (p. 66), as to whether you believe 
the sun truly revolves around the earth or vice-versa. 

In short, DC’s epistemology, as Kuhn came to realize, is 
neither to adopt a healthy critical attitude toward knowledge 
claims nor to be tolerant of different claims; it is to adopt 
nihilism. All previous versions of relativism offered for mar- 
keting’s consideration have degenerated into nihilism. It 
should not surprise anyone that DC’s version constitutes no 
exception. Marketing, we propose, deserves better. 


R-A Theory and Command 
Economies 


DC allege that R-A theory is “powerless” (p. 67) to explain 
differences between market-based economies and command 
economies on issues such as relative abundance. There is an 
obvious starting point for DC’s critique of our position. We 
state: "[R-A theory] explains the greater abundance in mar- 
ket-based economies on the basis that rewards, through 
time, flow to the efficient and the effective" (H & M 1995, 
p. 8). (As discussed subsequently, effective is a key word 


5Note that DC fall prey to the philosopher's fallacy of high rede- 
finition (Hunt 1990) in their demand for definitive criteria. 


here.) Instead of this passage, DC (p. 67) state that H & M's 
"explanation is contained in three paragraphs" and quote 
from our pages 3 (on “signals”), 4 (on “production func- 
tions"), and 8 (on “higher quality"). They then maintain, 
"The third point parallels the first, so we take these two in 
combination and refer to them as the first" (p. 67), before 
concluding that “both their statements are extant paradigm 
explanations” and “ironically, the first one requires only the 
basic NTPC assumptions" (p. 67). There are three problems 
here. 

First, it is bizarre that DC believe it "ironic" that the sig- 
nals argument on our page 3 is consistent with neoclassical 
perfect competition. As readers will note, the quote occurs 
not in the section discussing R-A theory, but in a section 
titled "The Neoclassical Explanation" (H & M 1995). In fact, 
both the first and second quotes come from the section of our 
article where we were exploring, not R-A theory, but the 
extent to which neoclassical theory could potentially con- 
tribute to explaining differences between command and mar- 
ket-based economies. It is difficult to know how to respond 
to a comment that quotes passages from a section on perfect 
competition in H & M (1995), proceeds to evaluate the pas- 
sages as if they referred to R-A theory, and then finds it 
"ironic" that the passages bear striking resemblance to those 
that might be found in discussions of perfect competition. 

Second, even DC's quote from our page 8 (which at 
least comes from the relevant section titled "Explaining 
Abundance”) does not—contra DC's claim— "parallel" the 
first quote's argument. The passage on our page 8 
addresses a motivational, not informational, deficiency of 
planned economies. It is important to distinguish between 
motivational and informational problems (as we discuss 
subsequently). 

Third, when they quote from our page 3, DC ignore the 
word potentially and our footnote 4, which states, “We add 
the qualifier ‘potentially’ because the standard view of neo- 
classicists up until the collapse of the Eastern bloc was that 
neoclassical theory provided no grounds for preferring mar- 
ket-based over planned economies" (p. 3 n.). We now elab- 
orate on this point that had to be relegated to a footnote in H 
& M (1995). 

As Lavoie (1985) documents meticulously, when main- 
stream economists and economic historians interpret what is 
referred to as the “socialist calculation debate" between the 
"Austrian" economists and advocates of command 
economies, it is through the lens of neoclassical theory's 
view that the efficiency problems of real economies can be 
approximated by a set of general equilibrium equations. 
Hence, when socialist economists in the debate argued that 
central planners in command economies would solve 
directly for the Pareto-optimum solution in the general equi- 
librium equations (instead of relying on the wasteful grop- 
ing of firms toward Pareto-optimum equilibrium in market- 
based economies), mainstream economists agreed with 
socialists that neoclassical theory provided no theoretical 
grounds for predicting the superior efficiency of market- 
based economies. 

After the debate (but prior to the collapse of the com- 
mand economies), the Austrian arguments in favor of the 
superior efficiency of market-based economies were cus- 


tomarily described derisively by neoclassical economic his- 
torians as little more than the ramblings of ideologues. The 
conclusion of Lekachman (1959, pp. 396-97, italics added) 
is typical: Socialist economists "proved that a Central Plan- 
ning Board could impose rules upon socialist managers 
which allocated resources and set prices as efficiently as a 
capitalist society of the purest stripe, and much more effi- 
ciently than the capitalist communities of experience." 
Indeed, the conclusion that socialism is equally as efficient 
as capitalism became textbook conventional wisdom: 


But it would be a mistake to dwell on the shortcomings. 
Every economy has its contradictions and difficulties... 
What counts is results, and there can be no doubt that the 
Soviet planning system has been a powerful engine for 
economic growth (Samuelson and Nordhaus 1989, pp. 
840, 842). 


In short, though H & M (1995) gave neoclassical theory 
the benefit of the doubt as to its potential for contributing to 
explaining observed differences between market-based and 
command economies, the standard view among mainstream 
economists, economic historians, and specialists in compar- 
ative economic systems (Goldman 1971) is that it does not 
do so. In effect, the mainstream view is that neoclassical the- 
ory is explanatorily impotent regarding the observed effi- 
ciency differences between command and market-based 
economies. As Nobel laureate Knight (1936, p. 255) put it, 
"The problems of collectivism are not problems of eco- 
nomic theory,... and the economic theorist, as such, has lit- 
tle or nothing to say about them." We argue that R-A theory, 
in contrast, has something to say. 


Four Requirements 


If DC characterize falsely our position, then how do we 
argue that R-A theory can contribute to explaining observed 
differences betweén command and market-based 
economies? What does R-A theory say? At the outset, any 
satisfactory theory of competition must avoid the four pit- 
falls illuminated so brightly by the socialist calculation 
debate. First, competition is a process that cannot be approx- 
imated by a series of moving equilibria. Second, the effi- 
ciency problems of real economies cannot be approximated 
by a set of equilibrium equations. Third, organizational 
learning must be endogenous to the process of competition. 
Fourth, societal institutions must affect the process of com- 
petition because such institutions contribute essentially to 
competition's wealth-creating capability in a market-based 
economy. We examine other aspects of DC's argument in 
the context of exploring how R-A theory addresses these 
four requirements. 


6In the 1995 edition the quoted passage was deleted in favor of 
the following: “It appears that in the modern world of open borders 
and high-quality manufactured goods, the blunt control of the com- 
mand economy could not match the finely tuned incentives and 
innovation of a market economy" (Samuelson and Nordhaus 1995, 
p. 716) 
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FIGURE 1 
A Schematic of the Resource-Advantage Theory of Competition 
















Resources 







* Comparative Advantage 
* Parity 
* Comparative Disadvantage 


* Parity 






Market Position 


* Competitive Advantage 


* Competitive Disadvantage 


Societal Institutions 





Financial Performance 










* Superior 
* Parity 
* Inferior 






Public Policy 


S Е MÁ—————————— 
Read: Competition ıs the disequilibrating, ongoing process that consists of the constant struggle among firms for a comparative advantage in 
resources that will yield a marketplace position of сотрешме advantage and, thereby, superior financial performance. Firms learn through com- 
petition as a result of feedback from relative financial performance "signaling" relative market position, which, in turn, signals relative resources. 


Source: Hunt and Morgan (1996). 


Process Theory 


As Figure 1 shows, R-A theory is an evolutionary, process 
theory of competition, in which each firm in an industry is a 
unique entity in time and space as a result of its history. 
Using Hodgson's (1993) terminology, Е-А theory is a phy- 
logenetic, nonconsummatory, evolutionary theory of com- 
petition, in which firms and resources are the heritable, 
durable units of selection, and competition among firms is 
the selection process that results in the survival of the locally 
fitter, not the universally fittest (Hunt 1997a; Н & M 1996). 
The competitive process is viewed as the constant struggle 
among firms for a comparative advantage in resources that 
will yield marketplace positions of competitive advantage 
(see Figure 2) and, thereby, superior financial performance. 
Because superior equates with both more than and better 
than, it implies that firms seek a level of performance 
exceeding some referent. For example, the specific measure 
of financial performance might be profits, return on assets, 
or return on equity, whereas the specific referent might be 
the firm's own performance in a previous time period or that 
of a set of rival firms, an industry average, or a stock-market 
average. Both the specific measure and referent will vary 
from time to time, firm to firm, industry to industry, and cul- 
ture to culture.? 

DC maintain that R-A theory views the firm as "an effi- 
ciency seeker in production and distribution, as in Chicago 


"Regrettably, neoclassical theory's profit maximization thesis 
has stunted empirical research on the measures and referents that 
managers actually employ. 
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FIGURE 2 
Competitive Position Matrixa 
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аАвад: The marketplace position of competitive advantage Identified 
as cell З results from the firm, relatrve to its competitors, having а 
resource assortment that enables it to produce an offering for some 
market segment(s) that (1) is perceived to be of зирепог value and 
(2) is produced at lower costs. 

Source: Hunt and Morgan (1996). 


School thinking" (p. 66). Although it is true that efficiency 
seeking is the sole focus of neoclassical theory (and it also 
might be true of the Chicago school), it is untrue. with 
respect to R-A theory. Indeed, a major distinguishing char- 
acteristic of R-A theory is its dual focus on both efficiency 
and effectiveness. This dual focus contributes to R-A the- 


ory’s ability to address the observed productivity differences 
between command and market-based economies. 

R-A theory approaches productivity in the manner of 
evolutionary economics (Nelson and Winter 1982) and the 
endogenous growth theorists (Grossman and Helpman 
1991; Romer 1994; Stokey 1991).8 That is, because produc- 
tivity is a ratio of outputs to inputs, R-A theory highlights 
the fact that increases in productivity can result from 
increases in either efficiency or effectiveness, that is, from 
(1) more efficiently creating value or (2) efficiently creating 
more value. Specifically, R-A theory contributes to explain- 
ing the superior productivity of market-based economies on 
the basis that superior rewards in such economies will flow 
to those firms (and then to their owners, managers, and so 
on) that engage in specific kinds of innovative activities. 
These innovative activities are those that lead to the discov- 
ery, creation, or assembling of resource assortments that 
enable the innovating firms to efficiently and/or effectively 
produce valued market offerings in such a manner that they 
will occupy positions identified as cells 2, 3, or 6 in Figure 
2. The process of competing, then, motivates productivity- 
enhancing innovation. Command economies, to their detri- 
-ment, lack this process. Neoclassical theory, to its detriment, 
made innovation exogenous to competition. 


Organizational Learning 


As discussed, DC allege falsely that perfect competition and 
R-A theory share the premise of “full relevant knowledge” 
(p. 67). We actually propose that perfect competition theory 
lacks a powerful means for differentiating command from 
market-based economies precisely because it assumes per- 
fect knowledge of all possible production functions and all 
possible resource assortments for producing all possible 
products. Not only does R-A theory not assume that firms 
have full relevant knowledge, but it maintains that occupy- 
ing marketplace positions provides a major source of orga- 
nizational learning. Specifically, by occupying the market- 
place positions identified as cells 2, 3, or 6 in Figure 2, firms 
learn that they are producing efficiently-effectively (and by 
occupying cells 4, 7, 8, they learn that they are producing 
inefficiently-ineffectively). That is, the process of compet- 
ing provides an important mechanism for firms to learn how 
efficient-effective they are: Competition, as Hayek (1935) 
stressed, is a knowledge discovery process. 

Furthermore, the process of competition motivates reac- 
tive innovation (H & M 1996), which in turn promotes pro- 
ductivity. When firms occupy the positions of competitive 
disadvantage identified as cells 4, 7, and 8, they learn that 
they must seek other resources or use existing resources 
more efficiently and/or effectively. Therefore, they will be 
motivated to neutralize and/or leapfrog advantaged competi- 
tors by better managing existing resources and/or by acqui- 
sition, imitation, substitution, or major innovation. Should 
these efforts at reactive innovation succeed, then all firms 
serving a market segment become more efficient and/or 
effective. Should these efforts fail, firms seek market seg- 
ments for which their resource assortments might provide a 


8See Hunt (1997d) for a discussion of how R-A theory can 
ground endogenous growth models. 


comparative advantage—thus redeploying these resources 
will promote efficiency and/or effectiveness in other seg- 
ments. Should these efforts also fail and financial perfor- 
mance fall below minimum acceptable standards, firms or 
parts of firms are dissolved or sold and their salvageable 
resources redeployed by other firms. This redeployment, 
again, promotes efficiency and/or effectiveness elsewhere. 

Finally, recall that R-A theory expands the concept of 
resources to include such entities as organizational culture, 
knowledge, and competencies. The intangible nature of such 
resources implies that, though they may be rare (Barney 
1991), they are replicable, not scarce. For example, when a 
firm successfully imitates or replicates the competency of 
another, the imitated firm's competence does not decrease 
(as would a scarce resource). Therefore, a comparative 
advantage in an intangible resource, such as a new organi- 
zational form or competency, can yield a marketplace posi- 
tion of competitive advantage. Thus, rewards flow to firms 
that successfully create new resources (e.g., competencies), 
which provides them with a powerful motivation to inno- 
vate. In contrast, command economies, by lacking competi- 
tion, suffer from not only (1) a lack of the means for knowl- 
edge discovery (i.e., marketplace positions) and (2) a lack of 
the means and motivation for efficiently and/or effectively 
allocating existing (scarce) resources, but also (3) the means 
and motivation for efficiently and/or effectively creating 
resources that increase productivity. 


Equilibrium 


DC allege falsely that Е-А theory assumes that competition 
“must be discussed with reference to equilibrium states" (p. 
67). In truth, R-A theory claims that competition is an inher- 
ently disequilibrating process. (For example, because all 
firms serving a market segment cannot be simultaneously 
superior, the quest for superiority implies motivational rea- 
sons for predicting that disequilibrium is the norm.) Yet, DC 
correctly note that, on occasion, an equilibrium theory of 
competition has "some predictive and explanatory power" 
(p. 71). Furthermore, H & M (1996) claim that R-A theory 
incorporates perfect competition and preserves the cumula- 
tiveness of economic science. Justifying the incorporation 
thesis requires explicating the process by which certain eco- 
nomic circumstances will result in R-A competition produc- 
ing perfectly competitive equilibrium states. We now iden- 
tify those economic circumstances and sketch that process. 
Consider the following scenario.? First, assume that a set 
of firms producing an offering for a particular market seg- 
ment within an industry has been competing according to R- 
А theory. Therefore, because of resource heterogeneity, the 
firms are distributed throughout the nine marketplace posi- 
tions in Figure 2. Some firms, because of their comparative 
advantage in resources, are enjoying superior returns; others 
have inferior returns; and still others have parity returns. 
Next, assume that, through time, both disadvantaged and 
parity firms learn how the advantaged firms are producing 
their offerings more efficiently and/or effectively and suc- 
cessfully imitate them by acquiring or developing the requi- 


9Our discussion here follows closely the analysis in Hunt 
(1998). 
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site resources. Then assume that, even though all firms seek 
superior financial performance, no firm finds it possible to 
acquire, develop, or create new resources that will enable it 
to produce a market offering more efficiently or effectively 
than others do. That is, for some reason or set of reasons, all 
competition-induced innovation stops, both proactive and 
reactive. Consequently, all competition-induced technologi- 
cal change stops. Under these economic conditions, then, 
the resources of all firms serving this market segment 
become homogeneous, and there will be parity resources 
producing parity offerings. 

Next, assume that the tastes and preferences of con- 
sumers in all other market segments served by the firms in 
this industry shift toward the original segment. Industry con- 
sumer demand will then become relatively homogeneous. 
Suppose further that consumers' tastes and preferences 
remain stable throughout a significant period of time and 
that consumers become very knowledgeable about the rela- 
tive homogeneity of the firms' offerings. There will then be 
parity resources producing parity offerings, which will 
result in all firms having parity marketplace positions (cell 5 
in Figure 2). 

Suppose further that all firms have accurate information 
about competitive conditions and there are no institutional 
restraints preventing them from producing their market 
offerings in the profit-maximizing quantity. Accordingly, 
the industry will experience no endogenous technological 
change, firms become price-takers, and there will be parity 
resources producing parity offerings, which results in par- 
ity marketplace positions and parity performance (see Fig- 
ure 1). Under these economic circumstances, a static equi- 
librium theory of competition, such as perfect competition, 
will have predictive power, and the industry has now 
become a candidate for (1) “industry effects” to dominate 
“firm effects” in empirical studies (H & M 1995), (2) col- 
lusion and barriers to entry to become viable explanations 
for any industrywide superior financial performance, and 
(3) Bain-type (1956) industry-level theoretical analyses to 
be appropriate. 

Next, assume that the preceding process occurs in every 
industry in an entire economy. Then, if this set of economic 
circumstances persists through time, all competition- 
induced technological change ceases, all endogenous tech- 
nological progress stops, and all endogenous economic 
growth ceases. In such an economy, growth comes only 
from exogenous sources, including those sources (e.g., gov- 
ernment research and development or a state planning 
board) that might develop innovations that result in exoge- 
nous technological progress. Under these circumstances, a 
general equilibrium theory (such as Walrasian general equi- 
librium) is applicable (i.e., it will have predictive power). 

Note that the preceding analysis begins with the process 
of R-A competition for a market segment and proceeds to 
sketch the special economic circumstances that must prevail 
for competitive processes to result in a static-equilibrium sit- 
uation in an industry. Among other conditions, it shows that 
an important circumstance is that all endogenous innovation 
must stop (or be stopped). Such a stoppage might come as a 
result of collusion, complacency, institutional restrictions, 
governmental fiat, or lack of entrepreneurial competence. 
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The analysis then sketches the special circumstances for a 
long-run general equilibrium to develop, and again, it shows 
that all endogenous technological progress in all industries 
in an economy must cease. Therefore, perfect competition 
with (or without) Walrasian general equilibrium can be 
viewed as a limiting, special case of R-A theory. R-A theory 
relates to perfect competition in the same way that Newton- 
ian mechanics relates to Galileo's Law: The former incorpo- 
rates the latter. Therefore, by explaining when perfect com- 
petition theory predicts successfully, R-A theory preserves 
the cumulativeness of economic science. 

To conclude this section, note that DC's criteria for 
membership in their exchange paradigm imply that perfect 
competition and R-A theory do not share the same para- 
digm. Yet we argue the following: (1) Sometimes the 
process of R-A competition can stagnate, (2) perfect com- 
petition theory will have explanatory and predictive power 
at such times of stasis, and therefore, (3) R-A theory (a 
process theory) incorporates perfect competition (an equi- 
librium theory). The lesson to be learned is clear.!? 

As Suppe (1984) recounts, ever since Kuhn's (1962) 
highly publicized work, many social scientists have uncriti- 
cally accepted Kuhn's view that all scientific work takes 
place within totally encapsulated, rigid, self-justifying, 
incommensurable frameworks, or *paradigms." Thinking of 
science and its practice in terms of such paradigmatic 
cocoons, argues Suppe (1984, p. 89), is both "bad history of 
science and fundamentally defective philosophy of science." 
We agree. Indeed, DC's paradigm-level perspective shows 
clearly how viewing science as cocoon-like will likely 
impede cogent analysis. Because R-A theory is an interdis- 
ciplinary theory that draws from several research traditions 
(while being isomorphic with none), the lesson to be learned 
is that such questions as "What is R-A theory's paradigm?" 
and "Do R-A theory and perfect competition share a para- 
digm?" are nonfruitful starting points for analysis. Instead, 
ask, “How well, compared with other theories, does R-A 
theory explain, predict, or help us understand economic phe- 
nomena?” In short, “Is it true?" 


Socio-Political Institutions 


DC claim that an understanding of command economies 
requires a theory that accommodates “попесопопис consid- 
erations,’ for such factors as “political, social, ethnic, geo- 
graphic, and so forth—may take precedence" (p. 67) in the 
decisions of central planners and state enterprises. DC fur- 
ther allege that R-A theory fails to account for such sociopo- 
litical factors. Indeed, R-A theory offers "inherently implau- 
sible models of human behavior" (p. 67). 

What, then, is R-A theory's model of human behavior 
that 1s, allegedly, inherently implausible? Drawing on the 
work of Etzioni (1988), R-A theory proposes that "humans 
are motivated by constrained self-interest seeking," where 
“both consumers and managers are constrained in their self- 
interest seeking by considerations of what is right, proper, 
ethical, moral, or appropriate" (H & M 1995, p. 6). Why is 
this view inherently implausible? Do DC believe, for exam- 


10We thank the JM reviewers for pointing out that this issue 
should be addressed. 


ple, that people never pursue self-interest, or always pursue 
self-interest, or never are constrained by ethics? Because 
DC never argue specifically for their allegation, we do not 
know. Nonetheless, a clue appears when DC claim that H & 
M believe that “firms are universally not opportunistic” (p. 
70). 

Once again, readers should note that DC provide no 
direct quotation from H & M—and again, it is for good rea- 
son. The meaning of an English sentence with a лог depends 
crucially on where the not is placed. Rather than “firms are 
universally not opportunistic,” we actually state, “universal 
opportunism is not assumed” (H & M 1995, p. 9). Therefore, 
DC incorrectly read us as claiming that firms will always act 
not opportunistically. Instead, our actual view is that firms 
will not always act opportunistically. If we have deciphered 
DC correctly, no wonder they thought our view of human 
behavior inherently implausible. Indeed, the view they 
attribute (falsely) to us is silly. 

Now consider DC’s claim that R-A theory does not 
accommodate such “noneconomic considerations” (p. 67) as 
political and social institutions. It is true that neoclassical 
theory is constituted totally by a set of equations that are 
frictionless and institutionless. Indeed, even the institution 
of private property plays no essential role in the equations 
(which contributed to socialist economists convincing neo- 
classicists that socialism could be as efficient as capitalism). 
Nevertheless, contra DC, both Figure 1 and our discussion 
of it show clearly that R-A theory incorporates institutions: 
"Competitive processes are significantly influenced by five 
environmental factors: the societal resources on which firms 
draw, the societal institutions that frame the 'rules of the 
game' (North 1990), the actions of competitors, the behav- 
iors of consumers, and public policy decisions" (H & M 
1996, р. 109),!! 

The central economic lesson of the 20th century is that 
market-based economies are more productive than com- 
mand economies. But if competition among privately 
owned, self-directed firms is more productive than is coop- 
eration among state-owned, state-directed firms, then why 
aren't all market-based economies wealthy? R-A theory 
answers this question by asserting that the wealth-producing 
capacity of competition requires favorable sociopolitical 
institutions for its realization. Our view echoes that of 
North's (1990, p. 110) historical analysis: 

Third Worid countries are poor because the institutional 
constraints define a set of payoffs to political/economic 
activity that do not encourage productive activity. Socialist 
economies are just beginning to appreciate that the under- 
lying institutional framework is the source of their current 
poor performance and are attempting to grapple with the 
ways to restructure the institutional framework to redirect 
incentives that in turn will direct organizations along pro- 
ductivity-increasing paths. 

North (1990, p. 3) defines institutions as "the humanly 
devised constraints that shape human interaction," and he 
distinguishes formal institutions (constitutional law, statu- 
tory law, and common law) from informal institutions (cul- 


"See Hunt (1997c) for more on how R-A theory incorporates 
institutions. 


tural constraints, such as customs, traditions, conventions, 
and codes of conduct). He also distinguishes institutions (the 
rules of the game) from organizations (major players of the 
game). Organizations influence a society's institutional 
framework, and conversely, institutions influence organiza- 
tional activities and performance. 

North (1990, p. 33) argues that a society's institutional 
framework determines its property rights, that is "the rights 
individuals appropriate over their own labor and the goods 
and services they possess." Property rights, in turn, influ- 
ence a society's productivity and economic growth. As 
Poirot (1993, p. 892) puts it, "In order for an existing insti- 
tutional structure to direct an economy along a path that is 
conducive to economic growth, individuals must be able to 
reap the gains from innovation." 

North (1990) points out that his work represents only an 
initial step toward identifying those sociopolitical institu- 
tions that make manifest the wealth-creating potential of 
competitive processes. His work and the work of others has 
been hampered by the dominance within economics of per- 
fect competition theory's assumption that an acceptable 
starting point for analyzing real economies is “wealth-max- 
imizing actors [who are] unconstrained by other considera- 
tions" (North 1990, p. 140). Because R-A theory specifi- 
cally incorporates institutions, it provides a theoretical foun- 
dation for historical explanations, such as North's (1990), as 
to how sociopolitical institutions can foster, as well as 
thwart, productivity and economic growth. However, much 
hard work must be done on identifying the specific sociopo- 
Ниса! institutions that foster productivity and economic 
growth. !2 


Conclusion 

DC’s paradigm-level appraisal of R-A theory (as vague, 
ambiguous, amorphous, poorly grounded, powerless, trivial, 
uninteresting, commonsensical, unsurprising, uninforma- 
tive, dated, solipsistic, loose, tautological, astrological, and 
snake’s tail-swallowing) suggests one hypothesis as to why 
some scholars react so negatively to R-A theory: Rather than 
reacting to R-A theory, they might be reacting to a con- 
struction that is mostly their own creation. R-A theory (or its 
presumed “paradigm’’) seems to move sensible scholars to 
make insensible allegations. Future commentators who are 
so moved are urged to calm down, take a deep breath, and 
read with care the works developing R-A theory. If at first 
glance the works appear to say something silly, such as 
“firms are universally not opportunistic” (DC, p. 70), read 
them again. Perhaps we have erred. On the other hand, com- 
mentators might—just might—find that their first reading 
was by far too quick. 

R-A theory, a work in progress, is an interdisciplinary 
theory of competition. We thank profoundly those scholars 
in marketing, management, institutional economics, socioe- 
conomics, and evolutionary economics who are contributing 
to its development. Works to date show that R-A theory (1) 
contributes to explaining firm diversity (H & M 1995), (2) 
contributes to explaining observed differences between mar- 


12See Hunt (1997c) and its references for a starting point 
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ket-based and command economies (Hunt 1995; H & M 
1995), (3) is genuinely dynamic (H & M 1996), (4) provides 
a theoretical foundation for endogenous growth models 
(Hunt 1998а; H & M 1996), (5) incorporates the evolution- 
ary, competence view of the firm (Hunt 1998b), (6) provides 
a theoretical foundation for relationship marketing (Hunt 
1997b), (7) has the requisites of a phylogenetic, noncon- 
summatory, evolutionary theory (Hunt 19972), (8) accom- 
modates path-dependencies (H & M 1996), (9) incorporates 
sociopolitical institutions (Hunt 1997c; Н & M 1996), and 


(10) incorporates perfect competition as a limiting, special 
case, thereby incorporating the predictive successes of neo- 
classical theory and preserving the cumulativeness of eco- 
nomic science (Hunt 1998b; H & M 1996). 

Is R-A theory “а snake swallowing its tail" (DC, p. 70)? 
Or is it a general theory of competition? We believe it has 
the potential, with further development, to be the latter. Oth- 
ers across disciplines and research traditions seem to agree. 
If you do too, there is still a lot of work to be done—a lot of 
work. 
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British Asians in the Pensions Market. Dawn Burton, Interna- 
tional Journal of Bank Marketing (UK), 14 (No. 7, 1996), pp. 
21-31. [Literature review, 1992/93 General Household Survey, 
Age profiles, Occupational and personal pension scheme member- 
ship, Needs assessment, Logistic regression analysis, UK.] 4 


The Role of Competitive Alternatives in the Postchoice Satis- 
faction Formation Process. Cornelia Droge, Diane Halstead, and 
Robert D. Mackoy, Journal of the Academy of Marketing Science, 
25 (Winter 1997), pp. 18-30. [Literature review, Model extension, 
Hypotheses, Presidential election data, Variables, Desires, Expec- 
tations, Disconfirmation, Satisfaction, Overall satisfaction, Struc- 
tural path analysis, Theoretical and managerial implications.] 5 


Transaction Utility Effects When Quality Is Uncertain. Joel E. 
Urbany, William О. Bearden, Ajit Kaicker, and Melinda Smith-de 
Borrero, Journal of the Academy of Marketing Science, 25 (Win- 
ter 1997), pp. 45-55. [Literature review, Consumer decision mak- 
ing, Hypotheses, Two experiments, Perceptions, Pricing, Expecta- 
tions, Purchase intentions, Impacts, Acquisition utility, Statistical 
analysis ] 6 
Translating Values into Product Wants. Jeffrey F. Durgee, Gina 
Colarelli O' Conner, and Robert W. Veryzer, Journal of Advertising 
Research, 36 (November/December 1996), pp. 90—100. [Literature 
review, Laddering and motivation research, Consumer survey, 
Self-expression, Values and means product combinations, Good 
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health, Family security, Happiness, Freedom, Moral goodness, 
Assessment.] 7 


Identification as a Mediator of Celebrity Effects. Michael D 
Basil, Journal of Broadcasting and Electronic Media, 40 (Fall 
1996), pp. 478-95. [Literature review, Student survey, Demo- 
graphic characteristics, Predictors of identification, Media reliance, 
Identification analysis, Application to Magic Johnson and HIV, 
Implications for media campaigns.] 8 


Developing Typologies of Consumer Motives for Use of Tech- 
nologically Based Banking Services. Gloria Barczak, Pam 
Scholder, and Bruce K. Pilling, Journal of Business Research, 38 
(February 1997), pp. 131—39. [Literature review, Survey of bank 
customers, Attitudes, Usage differences, Motivational clusters, 
Security conscious, Maximizers, Instant gratification, Hassle 
avoiders, Statistical analysis.] -9 


Identification and Validation of the Components of the Per- 
son-Object Relationship. Yves Evrard and Philippe Aurier, Jour- 
па! of Business Research, 37 (October 1996), pp. 127-34 [Litera- 
ture review, Psychometric properties, Experiential, Nonexperien- 
tial, Functions of product, Mediation/integration, Process, Risk of 
the modal situation, Empirical example.] 10 


Notes Toward an Application of McCracken’s “Cultural Cate- 
gories" for Cross-Cultural Consumer Research. Kalman 
Applbaum and Ingrid Jordt, Journal of Consumer Research, 23 
(December 1996), pp. 204—18. [Literature review, Thing-centered- 
ness, Meaning in transit, Associated goods, Services, Introduction 
of foreign commodities, Examples, Japan.] 11 


The Effect of Common and Unique Features in Consumer 
Choice. Ravi Dhar and Steven J. Sherman, Journal of Consumer 
Research, 23 (December 1996), pp. 193-203. [Literature review, 
Hypotheses, Four studies, Alternatives evaluation, Preferences, 
Good and bad context manipulations, Statistical analysis, Market- 
ing implications ] 12 


Preschoolers' Learning of Brand Names from Visual Cues. 
M. Carole Macklin, Journal of Consumer Research, 23 (Decem- 
ber 1996), pp. 251-61. [Literature review; Hypotheses; Three 
experiments; Although two cues improve memory over the impo- 
sition of a single cue, extensive visual cues may overtax process- 
ing abilities.] 13 


The Assessment of Alternative Measures of Consumer Exper- 
tise. Andrew A Mitchell and Peter A. Dacin, Journal of Consumer 
Research, 23 (December 1996), pp. 219-39. [Literature review, 
Hypotheses, Data collection, Three orthogonal factors, Content 
and organization of knowledge for a product class, Usage contexts, 
Choice tasks, Regression and Tobit analyses.] 14 


The Moderating Role of Prior Knowledge in Schema-Based 
Product Evaluation. Laura A. Peracchio and Alice M. Tybout, 
Journal of Consumer Research, 23 (December 1996), pp. 177-92. 
[Literature review, Hypotheses, Experiment, Effects, Men, Women, 
Not-elaborate and elaborate knowledge, Congruity- and inference- 
based, Statistical analysis, Methodological implications.] 15 


Goal-Derived Categories and the Antecedents of Across-Cate- 
gory Consideration. S. Ratneshwar, Cornelia Pechmann, and 
Allan D. Shocker, Journal-of Consumer Research, 23 (December 
1996), pp. 240-50. [Literature review, Hypotheses, Experiment in 
stimulus-based choice, Effects, Goal conflict, Prioritized goals, 
Goal ambiguity, Extrinsic cues, Statistical analysis, Managerial 
implications.] 16 


The Effect of Type of Elaboration on Advertisement Processing 
and Judgment. Prashant Malaviya, Jolita Kisielius, and Brian 
Sternthal, Journal of Marketing Research, 33 (November 1996), 
pp. 410-21. [Literature review, Hypotheses, Experiment, Print 
advertising, Attribute- and image-focused conditions, Competing 
and unrelated products, Statistical analysis.] 17 
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1.2 Legal, Political, and Economlc Issues 
See also 23, 24, 63, 64, 144, 151, 156, 172, 234 


Franchisor Liability. Steven R. Mencan, Marketing Management, 
5 (Winter 1997), pp. 51—53. [Lawsuits, Franchisee negligence, 
Court decisions, Franchisor lack of authority and control, Apparent 
agency theory of vicarious liability, Assessment] 18 


Unfair Competition. Joseph J. Ortego, Marketing Management, 5 
(Fall 1996), pp. 50—52. [Discussion, Lanham Act, Provisions, 
"Commercial advertising or promotion," Misrepresentation, Court 
decisions, Oral statements, Cause of injury, Accurate materials, 
Assessment.] 19 


Children's Issues Become Flashpoint in Broader Privacy 
Debate. Julie Ritzer Ross, Stores, 78 (December 1996), pp. 26-27, 
30. [Market segments, Lists, Data gathering and handling, Con- 
cerns, FTC, Proposed legislation, Provisions, Assessment. ] 20 


1.3 Ethics and Social Responsibillty 
See also 20, 26, 142, 170 


The Company and the Product: Corporate Associations and 
Consumer Product Responses. Tom J. Brown and Peter A 
Dacin, Journal of Marketing, 61 (January 1997), pp. 68-84. [Lit- 
erature review, Model presentation, Three studies, Corporate abil- 
ity, Social responsibility, Impacts, Company and product descrip- 
tions, Brand attribute measures, Context effects, Managenal 
implications.] 21 


Enviropreneurial Marketing Strategy: The Emergence of 
Corporate Environmentalism as Market Strategy. Ajay Menon 
and Anil Menon, Journal of Marketing, 61 (January 1997), pp. 
51—67. [Literature review, Propositions, Data collection, Nature of 
the strategy decision, Core values, Organizational and implemen- 
tation infrastructure, Model of antecedents and consequences, 
Assessment. ] 22 


E-mail Scare Puts Creditors on Notice. Patricia A. Murphy, 
Stores, 78 (December 1996), pp. 31-32. [Fair Credit Reporting 
Act, Databases, Social Security numbers, Credit bureaus, Open 
access, “Identity fraud, “ FTC concerns, Invasion of privacy, 
Assessment. ] 23 


Retailers Respond to Growing Privacy Debate. Susan Reda, 
Stores, 78 (December 1996), pp. 20-23, 25. [Target markets, Data- 
bases, Initiatives, Self-regulation, Policies, Direct marketing, Mail- 
ing lists, Examples. ] 24 


2. MARKETING FUNCTIONS 


2.1 Management, Planning, and Strategy 
See also 22, 54, 55, 58, 60, 63, 72, 73, 74, 75, 76, 86, 90, 
91, 93, 95, 101, 116, 124, 132, 133, 135, 137, 138, 139, 148, 
152, 154, 155, 160, 161, 171, 175, 176, 183, 187, 191, 192, 
193, 194, 220, 221, 226, 231, 236 


Identifying Your Most Profitable Customers. Mark Van Chieaf, 
Business Quarterly (Canada), 61 (Winter 1996), pp. 54—60. [Value 
enhancement, Reengineering marketing processes, Teams, Statisti- 
cal and computer programming competence, Shopping behavior, 
Market segmentation, Top management support, Examples.) 25 


They Snoop to Conquer. Stan Crock, Geoffrey Smith, Joseph 
Weber, Richard A. Melcher, and Linda Himelstein, Business Week, 
(3499, October 28, 1996), pp. 172-74, 176. [Corporate culture, 
Competitive intelligence, International, Comparisons, Spying, 
Effectiveness, Proprietary information, Safeguards, Examples.] 26 


What Holds the Modern Company Together? Rob Goffee and 
Gareth Jones, Harvard Business Review, 74 (November/December 
1996), pp. 133-48, [Discussion, Matrix, Dimensions, Sociability, 


Solidarity, Corporate cultures, Networked, Communal, Frag- 


mented, Mercenary, Characteristics, Success, Guidelines.] 27 
The Power of Trust in Manufacturer-Retailer Relationships. 
Nirmalya Kumar, Harvard Business Review, 74 


(November/December 1996), pp. 92-106. [Discussion, Exploiting 
power, Benefits and limits of trust, Factors, Bilateral communica- 
tion, Impartiality, Refutability, Explanation, Familianty, Courtesy, 
Success, Guidelines.] 28 


What Is Strategy? Michael E. Porter, Harvard Business Review, 
74 (November/December 1996), pp. 61-78. [Discussion, Unique 
activities, Mapping activity systems, Operational effectiveness ver- 
sus strategic positioning, Origins of strategic positions, Trade-offs, 
Drives, Competitive advantage, Sustainability, Failure to have a 
strategy, Examples.] 29 


Case-Based Reasoning Systems in Purchasing: Applications 
and Development. Robert Lorin Cook, International Journal of 
Purchasing and Materials Management, 33 (Winter 1997), pp. 
32-39. [Discussion, Artificial intelligence software programs, 
Advantages, Disadvantages, Future potential, Problem-solving 
tasks, Development guidelines.] 30 


Procurement Reform and MIS Project Success. Martyn R. 
Hulme, International Journal of Purchasing and Materials Man- 
agement, 33 (Winter 1997), pp. 2-7. [Discussion, Tender theory, 
Best value, Specifications, Dysfunctionalities, “Partnering” rela- 
tionships, Guidelines. ] 31 


Changes in the Theory of Interorganizational Relations in 
Marketing: Toward a Network Paradigm. Ravi 5. Achrol, Jour- 
nal of the Academy of Marketing Science, 25 (Winter 1997), pp. 
56-71. [Literature review, Network forms, Internal market, Vertical 
market, Intermarket, Opportunity, Economic rationale and types of 
coordination and control mechanisms, Assessment ] 32 


Environmental Management by Marketing Decision-Makers 
in Financial Services. Terry Clark and Daryl McKee, Journal of 
Business Research, 38 (February 1997), pp. 161–70. [Literature 
review, Hypotheses, Survey of savings and loan associations, Gov- 
ernance, Stocks and mutuals, Factors, Domain selection, Perceived 
threat, Cooperative strategies, Political action, Acquisition strate- 
gies, Competitive aggression, Statistical analysis.] 33 


An Examination of Owners’ Goals in Sustaining Entrepre- 
neurship. Donald F. Kuratko, Jeffrey S. Hornsby, and Douglas W. 
Naffziger, Journal of Small Business Management, 35 (January 
1997), pp. 24-33. [Literature review, Survey, Demographic char- 
acteristics, Factors, Extrinsic and intrinsic rewards, Indepen- 
dence/autonomy, Family security, Statistical analysis.] 34 


Small Firm Information Seeking as a Response to Environ- 
mental Threats and Opportunities. James R. Lang, Roger J. 
Calantone, and Donald Gudmundson, Journal of Small Business 
Management, 35 (January 1997), pp. 11-23. [Literature review, 
Hypotheses, Survey of firms, Positive relationships between 
information seeking and perceived threats and opportunities, 
When managers perceive threats they might not be perceiving 
opportunities.] 35 


The Hazards of Strategic Planning for Global Markets. Myung- 
Su Chae and John S. Hill, Long Range Planning (UK), 29 (Decem- 
ber 1996), pp. 880-91. [Survey of corporations, Attitudes, Planning 
methods, Factors, External, Internal, Disruptions, Profit goals, 
Sales forecasting accuracy, Assessment, Recommendations.] 36 


How Samsung Organized for Innovation. Namshin Cho, Long 
Range Planning (UK), 29 (December 1996), pp. 783-96. [Discus- 
sion, Relationships, Operating teams, Flattening of hierarchies, 
Networking, Effects, Organizational structure, Span of control, 
Market planning, Case study.] 37 


Market Segmentation: Ап Integrated Framework. Y. Пана, 
Long Range Planning (UK), 29 (December 1996), pp 797-811. 


[Literature review, Product characteristics, Customer benefits and 
corporate resources, Application, U.S. toothpaste market.] 38 


How Marketing Planning Builds Internal Networks. Sally 
Dibb, Long Range Planning (UK), 30 (February 1997), pp. 53-63. 
[Literature review, Implementation, Relationship marketing per- 
spective, Partnerships, Supplier, Lateral, Buyer, Internal, Industrial 
example, UK.] 39 


SWOT Analysis: It’s Time for a Product Recall. Terry Hill and 
Roy Westbrook, Long Range Planning (UK), 30 (February 1997), 
pp. 46-52. [Study of firms, Techniques, Use of outputs, Effective- 
ness, Assessment, UK.] 40 


Organizing for Innovation. Jon-Arild Johannessen, Bjorn Olsen, 
and Johan Olaisen, Long Range Planning (UK), 30 (February 
1997), pp. 96-109. [Literature review, Competitive advantage, 
Model presentation, Process reengineering, Company vision, Mul- 
tifunctional teams, Complementary relationships, Example, Man- 
agerial and theoretical implications, Norway.] 41 


Implementing an IS Strategy—A Team Approach. Gregory 
Mentzas, Long Range Planning (UK), 30 (February 1997), pp. 
84—95. [Literature review, Corporate planning, Information sys- 
tems, Process model, Phases, Stages, Modules of activities, Orga- 
nizational structure, Example, Banking industry.] 42 


Strategic Control for Fast-moving Markets: Updating the 
Strategy and Monitoring Performance. Raman Muralidharan, 
Long Range Planning (UK), 30 (February 1997), pp. 64—73. [Lit- 
erature review, Comparisons, Traditional management control, 
Approaches, Purpose, Process, Focus, Example, Automobile 
industry.] 43 


Strategic Alliances in Fast-moving Markets. Victor Newman and 
Kazem Chaharbaghi, Long Range Planning (UK), 29 (December 
1996), pp. 850-56. [Model presentation, Defensive and offensive 
strategies, Effects, Increasing returns, Destabilizing market values, 
Chain of timely ideas, Dimensions of competition, Implications for 
organizations.] 44 


Analyzing and Reducing Customer Defections. Mike Page, Ley- 
land Pitt, and Pierre Berthon, Long Range Planning (UK), 29 
(December 1996), pp. 821—34. [Discussion, Methods, Stages, Cus- 
tomers' contribution profile, Defection rates, Value of new cus- 
tomers, Existing overall customer based, Future total contribution, 
Marketing mixes, Application, UK.] 45 


Context and Antecedents of Information Utility at the 
R&D/Marketing Interface. Rudy K. Moenaert and William E. 
Souder, Management Science, 42 (November 1996), pp. 
1592-1610. [Project management, Causal model, Propositions, 
Survey of firms, Teams, Perceptions, Message credibility, Compre- 
hensibility, Novelty, Relationship quality, Source experience, Type 
of communication channel, Assessment, Managerial implications, 
Belgium.] 46 


Achieving Marketing Success Through Sun Tze's Art of War- 
fare. Samuel K. Ho and Amy S. F. Choi, Marketing Intelligence 
and Planning (UK), 15 (No. 1, 1997), pp. 38-47. [Literature 
review, Model presentation, Factors, Morality, Climate, Terrain, 
Generalship, Doctrine, Market strategy, Applications.] 47 


Making Corporate Performance “SOAR.” Leonard L. Berry and 
Robert F. Lusch, Marketing Management, 5 (Fall 1996), pp. 12-24. 
[Discussion, Strategic and Operating Assessment for Retailers, 
Environment, Core strategies and competencies, Stakeholder rela- 
tionships, Wealth creation, Sales performance and expense control, 
Resource productivity, Cash flow, Implications ] 48 


Flying High. Kevin T. Higgens, Marketing Management, 5 (Fall 
1996), pp. 6-11. [Turnaround management, Market strategy, 
Deregulation, Competition, Pricing, Costs, Customer service, Joint 
ventures, Corporate image, Case study, Airline industry ] 49 
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Hey Fella, Take That! Norton Paley, Sales and Marketing Man- 
agement, 148 (December 1996), pp. 24—25. [Niche marketing, 
Computer refill cartridge market, Market strategy, Pricing, Suc- 
cess, Guidelines.] | 50 


2.2 Retalling 
See also 1, 20, 24, 28, 48, 67, 68, 98, 115, 131, 217 


The Effect of Information Technology on Productivity in Retail- 
ing. James Reardon, Ron Hasty, and Barbara Coe, Journal of Retail- 
ing, 72 (Winter 1996), pp. 445-61. [Literature review, Hypotheses, 
Survey of retailers, Production function estimations, Returns to 
scale, Marginal product, Statistical analysis, Implications.] 51 


Selling Computers: Can Anyone Make Money? Susan Reda, 
Stores, 78 (November 1996), pp. 18-20, 24—25 [Discussion, Mar- 
ket strategy, Competition, Margins, Mix between products and ser- 
vices, Software packages, Setup, Repairs, Upgrade centers, Inter- 
net, Examples ] 52 


2.3 Channels of Distribution 
See also 18, 31, 39, 62, 64, 65, 66, 68, 71, 136, 153, 165, 
169, 181, 198, 209, 225, 232 


Manufacturer Influence versus Manufacturer Salesperson 
Influence over the Industrial Distributor. James E. Zemanek Jr., 
Industrial Marketing Management, 26 (January 1997), pp 59-66. 
[Literature review, Power, Hypothesis, Survey of distributors, Fac- 
tors, Price, Order quantity, Product line, Advertising and sales pro- 
motion, Customer service, Inventory, Customer credit, Display, 
Statistical analysis, Managerial implications. ] 53 


The Meaning and Origin of Trust in Buyer-Supplier Rela- 
tionships. Larry R. Smeltzer, International Journal of Purchas- 
ing and Materials Management, 33 (Winter 1997), pp. 40-48. 
{Literature review, Interviews with purchasing managers, Per- 
spectives; Relationships; Corporate identity, image, and reputa- 
tion; Trust eroding behaviors; Time, Buyer expectations; Assess- 
ment; Implications.] 54 


The Effect of Output Controls, Process Controls, and Flexibil- 
ity on Export Channel Performance. Daniel С. Bello and David 
I. Gilliland, Journal of Marketing, 61 (January 1997), pp. 22-38. 
(Literature review, Model presentation, Hypothesis, Survey of 
manufacturers, Exogenous and endogenous construct measures, 
Assessment, Managerial implications.] 55 


Controlling Supplier Opportunism in Industrial Relationships. 
Rodney L Stump and Jan B. Heide, Journal of Marketing 
Research, 33 (November 1996), pp 431-41. [Literature review, 
Model testing, Hypotheses, Survey of manufacturers, Measures, 
Control mechanisms, Effects, Contextual factors, Statistical analy- 
sis, Chemical industry.] 56 


What We Know About Ownership Redirection in Franchising: 
A Meta-Analysis. Rajiv P. Dant, Audhesh K. Paswan, and Patrick 
J Kaufman, Journal of Retailing, 72 (Winter 1996), pp. 429-44 
[Literature review, Empirical studies and data characteristics, 
Operationalizations, Units and sales shares, Lack of long-term con- 
tracts, Net conversion gain, Attrition by nonrenewal/termination, 
Statistical analysis. ] 57 


Welcome to My Parlor... Bruce H. Clark, Marketing Manage- 
ment, 5 (Winter 1997), pp 10-25. [World Wide Web, Virtual busi- 
nesses, Market potentials, Accessibility, Targeted lists, Software 
packages, Models, Costs, Site development, Operations and main- 
tenance, Transaction security, Companies most likely to benefit, 
Success, Guidelines. ] 58 


Opportunity Calls. Kevin T. Higgens, Marketing Management, 5 
(Winter 1997), pp 4-8. [Management styles, Direct marketing, 
Catalogs, Corporate sales, Training, Product lines, Market strategy, 
Payment options, Case study.] 59 
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So What Are Best Practices? Anne Millen Porter, Purchasing, 
121 (October 17, 1996), рр. 44—45, 47. [Survey of procurement 
executives, Most popular (cross-functional sourcing, leveraging of 
purchase volume, and integration in supply management among 
decentralized divisions), Least popular (price modeling, outsourc- 
ing, formulation and deployment of negotiation strategies), 
Assessment.] 60 


2.4 Physical Distribution 
See also 197 


Measuring Physical Distribution Service Quality. Carol C. 
Bienstock, John T. Mentzer, and Monroe Murphy Bird, Journal of 
the Academy of Marketing Science, 25 (Winter 1997), pp. 31—44. 
[Literature review, Model comparisons, Interviews with purchas- 
ing managers; Development and refinement of an instrument for 
assessing service quality on the basis of the technical or outcome 
dimensions of timeliness, availability, and condition.] 61 


Only the Shadow Knows: Shining a Light on Shadow Demand. 
Paul V. Teplitz, Journal of Business Forecasting, 15 (Winter 
1996—97), pp. 3—6. [Discussion, Stockouts, Estimating costs, Prob- 
lem solving, Measures, Inventory-oriented, Inducing customers not 
to go elsewhere, Statistical data.] 62 


Facing the Facts on Cargo Crime. Ken Cottrill, Journal of Busi- 
ness Strategy, 17 (November/December 1996), pp. 52-56. [Hijack- 
ings, Prevention, International, FBI investigations, Recovering 
stolen property, Cargo TIPS (Theft Information Process System), 
Reducing nsks, Examples.] - 63 


Railroads: It's a Bad Rap! Tim Minahan, Purchasing, 121 (Octo- 
ber 3, 1996), pp. 47-49. [Accidents, Reductions, Legislation, Pro- 
posals, Self-regulations, Safety measures, Delivery systems, Ter- 
minal operations, Equipment handoffs, Information sharing.] 64 


The Supply Chain as Inventory. Tim Minahan, Purchasing, 121 
(October 17, 1996), рр. 53-54. [Discussion, Contract logistics, 
High-volume shippers, Insourcing (requires a transportation com- 
pany to place manager-level personnel at the shipper’s site), 
Advantages, Examples.] 65 


Truckers Battle Back. Tim Minahan, Purchasing, 121 (December 
12, 1996), pp. 51—52. [Discussion, Problems, Fuel prices, Rates, 
Equipment expenditures, Excess capacity, Driver retention, Bene- 
fits, Examples.] 66 


Benchmarking: Improving Performance Through Standards 
of Comparison. Julie Ritzer Ross, Stores, 78 (November 1996), 
pp. 53-54 [Discussion, Methods, Comparative, Best practices, 
Advantages, Third-party assistance, Applications, Logistics 
processes, Examples.] 67 


Pool Distribution Becomes Key Transportation Strategy. Julie 
Ritzer Ross, Stores, 78 (December 1996), pp. 51-52. [Regional 
break-bulk operators, Sorting, Delivery frequency, Bypassing dis- 
tribution centers, Store-specific characteristics, Use conditions, 
Costs, Demand profiles, Network modeling, Examples.] 68 


2.5 Pricing 
See also 6, 50, 80, 88, 121, 195, 216 


Forecasting the Effect of Price Changes on Net Revenue Across 
Different Market Segments. A. Noel Doherty, Journal of Busi- 
ness Forecasting, 15 (Winter 1996—97), pp. 7-10. [Discussion, 
Regulation, Telephone rates, Price elasticities, Demand models for 
residence and business usage, Case study.] 69 


А Model of How Discounting High-Priced Brands Affects the 
Sales of Low-Priced Brands. Raj Sethuraman, Journal of Mar- 
keting Research, 33 (November 1996), pp. 399-409. [Literature 
review, Separate Effects model, Comparisons, Conventional 
model, Application, Store-level data, Advantages, Assessment.] 70 


Aggregate versus Product-Speciflc Pricing: Implications for 
Franchise and Traditional Channels. Preyas S. Desai and Kan- 
nan Smnivasan, Journal of Retailing, 72 (Winter 1996), pp 
351-82. [Literature review, Propositions, Model presentation, 
Franchise fee, Game sequence, Quantity discount schedules, Slot- 
ting allowances, Impacts, Profits, Franchisee demand, Bundling, 
Service decisions, Assessment.] 71 


2.6 Product 
See also 6, 7, 11, 13, 15, 17, 21, 38, 50, 52, 70, 106, 132, 
167, 176, 188, 192, 193, 215, 216, 217, 231 


Phased Product Development: Friend or Foe? Richard E. 
Anderson, Business Horizons, 39 (November/December 1996), pp. 
30-36. [Discussion, Comparisons, Integrated approach, Benefits, 
Activities versus information, Management control versus leader- 
ship, Team roles, Applications.] 72 


Business Marketing, 81 (December 1996), pp. MI-M22. [Twelve 
articles on net marketing, Web sites, Simplification, Launch, 
Shifts, Contracts, Problems, Ownership rights, Competition, 
“Push” technologies, Software packages, Advertising effective- 
ness, Audio, E-mail, Examples.] 73 


Cellular Marketing Shifts into High Gear. Tammy Parker, Busi- 
ness Marketing, 81 (October 1996), pp. 1, 11. [Customer orienta- 
tion, Business users, Customer service, Lack of comprehensive 
billing systems, Market strategy, Examples.] 74 


Industrial Marketing Management, 25 (November 1996), pp. 
465—600. [Eleven articles on new product development, High qual- 
ity process, International, Expansion, Commercial financial ser- 
vices, Professional services, External factors, Client participation, 
Technical risk, Managing R&D, Marketing integration, Strategy, 
Structure, Performance, Innovation adopters, Environment, Small 
business, Futuristic product portfolios.] 75 


New Product Development Process: Stages and Successes in 
the Medical Products Industry. Linda Rochford and William 
Rudelius, Industrial Marketing Management, 26 (January 1997), 
pp. 67-84. [Literature review, Model presentation, Propositions, 
Survey, Variables, Product innovativeness, Stage importance, 
Stage performed, New product success, Impacts, New-to-the- 
world products, Product modifications, Assessment, Managerial 
implications ] 76 


Product Deletion: A Financial Services Perspective. David R. 
Harness and Stephen Mackay, International Journal of Bank Mar- 
keting (UK), 15 (No. 1, 1997), pp. 4-12. [Literature review, Con- 
tent analysis, Elimination strategies, Closed issue, Withdraw fea- 
tures, Drop product, Merge product, Core product elimination, 
Elimination of customer, Customer eliminates product, Assess- 
ment, UK.] 77 


Integrating Product Life Cycle and Purchasing Strategies. 
Laura Birou, Stanley E. Fawcett, and Gregory M. Magnan, Inter- 
national Journal of Purchasing and Materials Management, 33 
(Winter 1997), pp. 23-31. [Literature review, Survey of purchasing 
managers, Categorization of purchasing strategies by PLC stage, 
Assessment.] 78 


Brand Loyalty: The Link Between Attitude and Behavior. Allan 
L. Baldinger and Joel Rubinson, Journal of Advertising Research, 
36 (November/December 1996), рр. 22-34. [Discussion; Model 
presentation; Mail panel of consumers; Categories; Low, moderate, 
and high loyals; Conversion and retention rates; Matrix; Prospects 
versus vulnerables; Market shares; Assessment.] 79 


Understanding, Measuring, and Using Brand Equity. Paul 
Dyson, Andy Farr, and Nigel S. Hollis, Journal of Advertising 
Research, 36 (November/December 1996), рр. 9-21 [Discus- 
sion, Methods, Consumer Value Model, Brand Dynamics Pyra- 


mid, Predicted loyalty, Price responsiveness, Marketing activity, 
Examples ] 80 


Facilitating and Inhibiting Effects of Brand Cues on Recall, 
Consideration Set, and Choice. Mano) Hastak and Anusree Mitra, 
Journal of Business Research, 37 (October 1996), pp. 121-26. [Lit- 
erature review, Hypotheses, Experiment, Single and multiple brand 
cues, Brand familianty, Parallel effects, Assessment ] 81 


Brand Familiarity and Confidence as Determinants of Pur- 
chase Intention: An Empirical Test in a Multiple Brand Con- 
text. Michael Laroche, Chankon Kim, and Lianxi Zhou, Journal of 
Business Research, 37 (October 1996), pp. 115-20. [Literature 
review; Hypotheses; Consumer survey; Structural equation model- 
ing; Familiarity with a brand influences a consumer’s confidence 
toward the brand, which in turn affects purchase intention, 
Canada. ] 82 


The Challenge of Health Care Branding. Karl D. Speak, Journal 
of Health Care Marketing, 16 (Winter 1996), рр. 40-42. [Product 
differentiation, Consumers’ perceptions, Corporate image, Quality, 
Value, Dimensions, Emotions, Politics, Experience, Success, 
Guidelines. ] 83 


How Zantac Became the Best-Selling Drug in History. Richard 
Wright, Journal of Health Care Marketing, 16 (Winter 1996), pp. 
24-29. [Discussion, Competition, Market shares, Market strategy, 
Public-service announcements, Consumer-awareness bulletins, 
Physician advocacy, Assessment] 84 


Composite Branding Alliances: An Investigation of Extension 
and Feedback Effects. C. Whan Park, Sung Youl Jun, and Allan E 
Shocker, Journal of Marketing Research, 33 (November 1996), pp. 
453-66. [Literature review, Two experiments, Combinations, 
Complementary attribute levels, A composite brand extension has 
a better attribute profile than a direct extension of the header brand 
and has a better attribute profile when it consists of two comple- 
mentary brands as opposed to two complementary highly favorable 
but not complementary brands.] 85 


PDMA Success Measurement Project: Recommended Mea- 
sures for Product Development Success and Failure. Abbie Grif- 
fin and Albert L. Page, Journal of Product Innovation Management, 
13 (November 1996), pp. 478-96 [Literature review, Hypotheses, 
Product development professionals were presented with project and 
business strategy scenarios, Measures, Customer-based, Financial, 
Technical performance, Classifications, Prospector, Analyzer, 
Defender, Reactor, Assessment, Recommendations.] 86 


An Exploratory Study of the Innovation Evaluation Process. 
Richard W. Olshavsky and Richard А. Spreng, Journal of Product 
Innovation Management, 13 (November 1996), pp. 512-29. [Liter- 
ature review, Model presentation, Experiment using consumers, 
Protocol analysis, Categorization, Judgment, Form evaluative cri- 
teria, Expectations, Satisfaction, Compare new and old product, 
Assessment.] 87 


Network Externalities in Microcomputer Software: An Econo- 
metric Analysis of the Spreadsheet Market. Erik Brynjolfsson 
and Chris F. Kemerer, Management Science, 42 (December 1996), 
рр 1627-47. [Literature review, Model development and estima- 
tion, Data collection, Standards, Information technology, Sensitiv- 
ity analysis, Market price validation, Assessment.] 88 


An Empirical Analysis of the Product—Process Matrix. M. Hos- 
sein Safizadeh, Larry P Ritzman, Deven Sharma, and Craig Wood, 
Management Science, 42 (November 1996), pp. 1576-91. [Litera- 
ture review; Propositions; Survey of firms; Attitudes; Correlation 
between process choice, product customization, and competitive 
priorities; Assessment ] 89 


Brand Development versus New Product Development: 
Towards a Process Model of Extension Decisions. Tim Ambler 
and Chris Styles, Marketing Intelligence and Planning (UK), 14 
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(Мо. 7, 1996), pp. 10-19. [Literature review, Propositions, Data 
collection, Antecedents (brand strategy, specific drivers), Decision 
criteria (brand equity, forecasts, financial), Launch (incorporate 
into official planning), Managerial implications, U.S., Europe, 
Australia.] | 90 


Integrated Brand Building Using Brand Taxonomies. Leslie de 
Chernatony, Marketing Intelligence and Planning (UK), 14 (No. 7, 
1996), pp. 40-45. [Discussion, Teams, Diverse views, Effects, 
Brand information, Managers’ perceptual processes, ‘Brand cate- 
gones, Power, Identity, Explorer, Icon, Brand Asset Valuator, 
Assessment] 91 


The Validity of the Product Life Cycle in the High-Tech Indus- 
try. Lisa Michelle Grantham, Marketing Intelligence and Planning 
(UK), 15 (No. 1, 1997), pp. 4-10. [Literature review, Shortcom- 
ings, Practical applications, Stage determination, Brands, Sales 
patterns, Lack of empirical backing, Valid in many common mar- 
ket situations, Examples.] 92 


The Death of Brand Deference: Can Brand Management Stop 
the Rot? Simon Knox, Marketing Intelligence and Planning (UK), 
14 (No. 7, 1996), pp. 35-39. [Literature review, Brand loyalty, 
Measures, Matrix, Brand support, Brand commitment, Consumer 
purchasing styles, Loyals, Habituals, Variety seekers, Switchers, 
Assessment.] | 93 


The Measurement of Cannibálization. Wendy Lomax, Kathy 
Hammond, Robert East, and Maria Clemente, Marketing Intelli- 
gence and Planning (UK), 14 (No. 7, 1996), pp. 20—28. [Literature 
review, Panel data, Measures, Gains loss analysis, Duplication of 
purchase tables, Deviations from expected share movements, 
Applications, Detergent markets, UK, Germany.] 94 


Re-thinking Brand Management: The Role of “Brand Char- 
tering.” Chris Macrae and Mark D. Uncles, Marketing Intelligence 
and Planning (UK), 14 (No. 7, 1996), pp. 46—55. [Discussion, Fac- 
tors, Creating and communicating the brand, Managing the brand 
organization, Directing and structuring the brand, Assessment.] 95 


Dual Branding: How Corporate Names Add Value. John Saun- 
ders and Fu Guoqun, Marketing Intelligence and Planning (UK), 
14 (No. 7, 1996), pp. 29-34. [Literature review, Propositions, 
Experiment, Confectionery items, Effects, Corporate image, Pric- 
ing, Conjoint analysis, UK.] 96 


2.7 Sales Promotion 
See also 19, 112, 113, 114, 125, 142, 208 


Business Marketing, 81 (November 1996), pp. В-1-В-7. [Six artı- 
cles on Strategic Exhibition Marketing, Trade shows, Sales 
prospecting, Market strategy, Multilevel ExpoDeck, Show direc- 
tory/journal advertisements, Literature kiosks, Information termi- 
nals, Video/audio messaging, Return on investment, Alliances, 
Smart card technology, Examples.] 97 


Retailing Hedonic Consumption: A Model of Sales Promotion 
of a Leisure Service. Kirk L. Wakefield and James H. Barnes, 
Journal of Retailing, 72 (Winter 1996), pp. 409-27. [Literature 
review, Model development and testing, Hypotheses, Field study, 
Variety-seeking tendency, Loyalty, Perceived value, Statistical 
analysis, Implications.] 98 
Don't Waste a Minute. Chad Kaydo, Sales and Marketing Man- 
agement, 148 (November 1996), pp 84-87, 89. [Sales prospecting, 
Trade shows, Exhibits, Costs, Preparation, Electronic identification 
cards, Adapting selling styles, Gathering information, Competitors 
coming to the booth, Examples.] 99 


2.8 Advertising 
See also 2, 8, 17, 19, 58, 59, 84, 143, 157, 158, 164, 205, 
213, 223, 233 
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Toward a Model of Business-to-Business Marketing Communi- 
cations Effects. David I. Gilliland and Wesley J. Johnston, Indus- 
trial Marketing Management, 26 (January 1997), pp. 15-29. [Lit- 
erature review, Comparisons, Consumer marketing communica- 
tions, Situational differences, Propositions, Model presentation, 
Antecedents, Buy task involvement, Moderating variables, Adver- 
tising stimuli, Brand processing, Consequent behaviors, Assess- 
ment, Managerial implications. ] 100 


Advertising Budgeting Practices in Agribusiness: The Case of 
Farmer Cooperatives. Morgan P. Miles, John B. White, and Linda 
S. Munilla, Industrial Marketing Management, 26 (January 1997), 
pp. 31–40. [Literature review, Hypotheses, Survey, Effect of size, 
Methods utilized, Perceptions of advertising as an investment, Sta- 
tistical analysis, Managerial implications.] 101 


Acculturation and Immigrant Consumers’ Perceptions of 
Advertisements: A Study Involving Asian-Indians. Durriya Z. 
Khairullah, Frances Gaither Tucker, and Clint B. Tankersley, /nter- 
national Journal of Commerce and Management, 6 (No. 3 and 4, 
1996), pp. 81—104. [Literature review, Hypotheses, Data collec- 
tion, Affective attitudes, Comparisons, American print advertise- 
ments, Statistical analysis. ] 102 


Audience Accumulation by Television Daypart Allocation Based 
on Household-Level Viewing Data. Makoto Abe, Journal of 
Advertising, 25 (Winter 1996), pp. 21—35. [Literature review, Model 
development and testing, Comparisons, Beta binomial distribution 
model, Data collection, Exposure heterogeneity, Application ] 103 


Man to Man: А Content Analysis of Sole-Male Images in Male- 
Audience Magazines. Richard H. Kolbe and Paul J. Albanese, 
Journal of Advertising, 25 (Winter 1996), pp. 1—20. [Literature 
review, Physical characteristics, Body portions, Image objectifica- 
tion, Body positioning, Point of gaze, Clothing worn, Hair-related 
dimensions, Facial hair, Jewelry worn, Assessment] 104 


Adolescent Processing of Social and Physical Threat Commu- 
nications. Denise D Schoenbachler and Tommy E. Whittler, Jour- 
nal of Advertising, 25 (Winter 1996), pp. 37—54. [Literature review, 
Ordered protection motivation model, Hypotheses, Experiment, 
Public service announcements, Message effectiveness, Sensation 
seeking, Responses, Emotional, Cognitive, Statistical analysis, 
Theoretical and managerial implications.] 105 


Should Advertising Appeals Match the Basis of Consumers? 
Attitudes? Laurette Dube, Amitava Chattopadhyay, and Anick 
Letarte, Journal of Advertising Research, 36 (November/December 
1996), pp. 82-89. [Literature review, Field study, Food products, 
Comparisons, Affective and cognitive categories, Advertising con- 
tent, Statistical analysis, Canada.] 106 


Comparing Intensity and Effectiveness of Marketing Commu- 
nications: Services versus Non-services. J. Duncan Herrington, 
James G. Lollar, Michael J. Cotter, and James A. Henley Jr., Jour- 
па! of Advertising Research, 36 (November/December 1996), pp. 
61-72 [Literature review, Hypotheses, Data collection, Compar- 
isons, Firms serving consumer and organizational markets, Current 
and carryover impact of expenditures, Effects on sales, Statistical 
analysis, Managerial implications.] 107 


Examining "Conventional Wisdoms" About Advertising 
Effects with Evidence from Independent Sources. John Philip 
Jones and Margaret H. Blair, Journal of Advertising Research, 36 
(November/December 1996), pp. 37—59. [Discussion, Impacts, 
Increased advertising, Copy testing, Recall, Multiple exposures, 
Long-term implications, Competition, Growth primarily from cur- 
rent brand users, Assessment.] 108 


Ad-Evoked Feelings: Structure and Impact on Ad and Recall. 
Rik G. M. Pieters and Marianne de Klerk- Warmerdam, Journal of 
Business Research, 37 (October 1996), pp. 105-14. [Literature 
review, Two studies, Effects, Print advertising, Three-mode princi- 


pal components analysis, Unpleasant, Low-intensity pleasant, High- 
intensity pleasant, Assessment, Implications, The Netherlands.] 109 


Lost and Found: The Information-Processing Model of Adver- 
tising Effectiveness. Marc Scholten, Journal of Business 
Research, 37 (October 1996), pp. 97-104. [Literature review, Com- 
parisons, Hierarchy-of-Effects and Elaboration-Likelihood mod- 
els, Revisions, Stages, Behavior, Retention, Persuasion, Reception, 
Exposure, Assessment.] 110 


Symbolic Role of Animals in Print Advertising: Content Analy- 
sis and Conceptual Development. Nancy E. Spears, John C 
Mowen, and Goutam Chakraborty, Journal of Business Research, 
37 (October 1996), pp. 87-95. [Historical discussion, Model pro- 
posal, Effects, Type of animal, Product class, State of the animal 
(anthropomorphic or nonanthropomorphic), Assessment.] 111 


Explaining Variations in Ше Advertising and Promotional 
Costs/Sales Ratio: А Rejoinder. Kusum Ailawadi, Paul Farris, 
and Mark Parry, Journal of Marketing, 61 (January 1997), pp. 
93—96. [The authors reiterate their earlier conclusion regarding the 
findings of Balasubramanian and Kumar (1990), Neither currently 
available COMPUSTAT data, Profit Impact of Market Strategy 
data, nor brand level data show any significant effect of market 
share and market growth on the ratio of advertising and promotion 
to sales.] 112 


Explaining Variations in the Advertising and Promotional 
Costs/Sales Ratio: A Reanalysis. Siva K. Balasubramanian and V. 
Kumar, Journal of Marketing, 61 (January 1997), pp. 85-92. [The 
authors focus on their 1990 model which indicates that market 
share, market growth, and their interaction are important predictors 
of the ratio of advertising and promotional costs to sales; They con- 
clude that the criticisms advanced by Ailawadi, Farris, and Parry 
(1994) are not valid.] 113 


Explaining Variations in the Advertising and Promotional 
Costs/Sales Ratio: А Response, Research Criteria, and Guide- 
lines. Siva K. Balasubramanian and V. Kumar, Journal of Market- 
ing, 61 (January 1997), pp. 97-98 [Ailawadi, Farris, and Parry 
(1997) claim that their analyses have invalidated the authors' 
model (1990); The authors show reasons why this claim is incor- 
rect and highlight key criteria and guidelines that can help further 
research.] 114 


Determining Advertising Budgets for Service Enterprises. Ann 
Fairhurst, Myron Gable, and Roger Dickinson, Journal of Ser- 
vices Marketing, 10 (No. 6, 1996), pp. 18-32. [Literature review, 
Interviews, Advertising managers, Retailers and services firms, 
Methods, Benchmarking, Percentage of sales, Advantages, 
Assessment.] 115 


2.9 Personal Selling 
See also 124, 127, 128, 129, 131, 147, 227, 228, 230 


Effects of Goal-Directed Emotions on Salesperson Volitions, 
Behavior, and Performance: A Longitudinal Study. Steven P 
Brown, William L. Cron, and John W. Slocum Jr., Journal of Mar- 
keting, 61 (January 1997), pp. 39—50 [Literature review, Model 
presentation, Hypotheses, Data collection, Salespeople, Personal 


stakes, Goal-directed (anticipatory) emotions, Volitions, Behavior,” 


Goal attainment, Outcome emotions, Statistical analysis, Manage- 
rial and theoretical implications.] 116 


Role Stress, Work-Family Conflict and Emotional Exhaustion: 
Inter-Relationships and Effects on Some Work-Related Conse- 
quences. James S. Boles, Mark W. Johnston, and Joseph F. Hair Jr., 
Journal of Personal Selling and Sales Management, 17 (Winter 
1997), pp. 17—28. [Literature review, Model proposal and testing, 
Hypotheses, Survey of salespeople, Impacts, Role conflict, Role 
ambiguity, Job satisfaction, Propensity to leave, Statistical analy- 
sis, Managerial implications.] 117 


Considering Sources and Types of Social Support: A Psycho- 
metric Evaluation of the House and Wells (1978) Instrument. 
Dawn R. Deeter-Schmelz and Rosemary P. Ramsey, Journal of 
Personal Selling and Sales Management, 17 (Winter 1997), pp. 
49-61. [Literature review; Survey of salespeople; Reliability, 
validity, dimensionality, and fit assessments; Implications.] 118 


The Best Sales Reps Will Take on Their Bosses for You. Jim 
Morgan, Purchasing, 121 (November 7, 1996), pp. 50—52. [Survey 
of buyers, Problems; Lack of preparation, knowledge, interest and 
follow-through, Keeping appointments; Truthfulness; Success; 
Guidelines.] 119 


Selling Out. Michael Adams, Sales and Marketing Management, 
148 (October 1996), pp. 78—82, 84, 86, 88. [Discussion, Sexual ori- 
entations, Risk, Client reactions, Sales managers' attitudes, Stereo- 
types, Openness, Atmosphere, Examples.] 120 


The High Cost of Discounting. Barry J. Farber, Sales and Mar- 
keting Management, 148 (November 1996), pp. 22, 24. [Sales pre- 
sentations, Customer price objections, Creative problem solving, 
Selling value, Success, Guidelines.] 121 


Do Athletes Make Good Reps? Ryan Jones, Sales and Marketing 
Management, 148 (November 1996), pp. 92-95, 97. [Discusston, 
Characteristics, Hard workers, Competitive, Goal-oriented, Disci- 
plined, Driven to succeed, Favoritism, Problems, Examples.] 122 


2.10 Sales Management 
See also 53, 97, 99, 116, 117, 118, 119, 120, 121, 122, 
196, 227, 228, 230 


The Information Superhighway Goes International: Implica- 
tions for Industrial Sales Transactions. A Coskun Samli, James 
R. Wills Jr., and Paul Herbig, Industrial Marketing Management, 
26 (January 1997), pp 51—58. [Emergence of information workers, 
Old model versus new model, Using the Internet as a selling tool, 
Advantages, Potential drawbacks, Assessment, Implications.] 123 


The Effects of Organizational Differences and Trust on the 
Effectiveness of Selling Partner Relationships. J. Brock Smith 
and Donald W. Barclay, Journal of Marketing, 61 (January 1997), 
pp. 3-21. [Literature review, Hypotheses, Survey of sales repre- 
sentatives, Comparisons, Sponsor and partner models, Partial Least 
Squares analysis of 103 dyadic relationships, Statistical analysis, 
Managerial implications, Canada.] 124 


Using Demonstration to Increase New Product Acceptance: 
Controlling Demonstration Time. Amir Heiman and Eitan 
Muller, Journal of Marketing Research, 33 (November 1996), pp. 
422-30. [Literature review, Theoretical model, Hypotheses, Analy- 
sis of cases from the automobile and computer industries, Effects, 
Demonstration time, Prior information, Market segments, Assess- 
ment, Managerial implications.] 125 


Selecting Appropriate Sales Quota Plan Structures and Quota- 
Setting Procedures. Rene Y. Darmon, Journal of Personal Selling 
and Sales Management, 17 (Winter 1997), pp. 1-16. [Literature 
review, Alternative structures, Centralized, Decentralized, Man- 
agement's objectives, Decision options, Propositions, Behavioral 
constraints, Security, Equity, Satisfaction, Information require- 
ments, Assessment.] 126 


The Use of Instrumental and Expressive Personality Traits as 
Indicators of a Salesperson's Behavior. Marvin А. Jolson and 
Lucette B. Comer, Journal of Personal Selling and Sales Manage- 
ment, 17 (Winter 1997), pp. 29-43. [Literature review, Survey of 
sales managers and salespeople, Comparisons, Manager's evalua- 
tion and salesperson's self-perceptions, Statistical analysis, Man- 
agenal implications.] 127 


A Comment on “Personal Selling and Sales Management in the 
New Millennium.” Allan J. Magrath, Journal of Personal Selling 
and Sales Management, 17 (Winter 1997), рр. 45-47. [Commen- 
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tary on Anderson's article (1996), Management of large-end users, 
Competitive dynamism, Training, Dual nature of digital tools, Part- 
nering, Assessment] 128 


That Demon Alcohol. Wayne Friedman, Sales and Marketing 
Management, 148 (December 1996), pp. 42-45, 47. [Sales man- 
agers, Identifying problems, Alcoholism, Salespeople, Training, 
Warning signs, Treatment, Examples.] 129 


Are You Making Enough Money? Michele Marchetti, Sales and 
Marketing Management, 148 (October 1996), pp. 50—52, 54, 56, 
58, 60. [Sales executives, Compensation, Maximizing earnings, 
Salary negotiations, Pay agreements, Fiscal success, International, 
Keeping marketable, Competency, Assessment.] 130 


Department Stores Debate Sales Commission System. Susan 
Reda, Stores, 78 (November 1996), pp. 37—38. [Corporate cul- 
ture, Impacts, Sales, Recruitment, Profits, Customer service, 
Examples.] 131 


3. SPECIAL MARKETING APPLICATIONS 


3.1 Industrial 
See also 28, 30, 39, 41, 46, 53, 56, 75, 78, 86, 89, 92, 
100, 119, 123, 163, 168, 198, 228, 229 


Product-Focused Manufacturing for Strategic Advantage. 
Scott M Shafer and Sharon L. Oswald, Business Horizons, 39 
(November/December 1996), pp. 24—29. [Discussion, Evolution of 
organizational structures, Model presentation, Programs, World- 
class levels, Just-in-time, Employee involvement, Total quality 
management, Preventive maintenance, Application.] 132 


High-Tech Industry Marketing: The Elements of a Sophisti- 
cated Global Strategy. Warnock Davies and Kathleen E. Brush, 
Industrial Marketing Management, 26 (January 1997), pp. 1–13. 
[Discussion, Industry-specific and international business factors, 
Marketing mixes, Assessment, Implications.] 133 


Competitive Strategy and the Adoption and Usage of Process 
Innovation. Steven W. Congden and Dean M. Schroeder, Interna- 
tional Journal of Commerce and Management, 6 (No. 3 and 4, 
1996), pp. 5-21. [Literature review; Hypotheses; Survey of 
foundries; The decision to adopt was significantly related to strate- 
gies of product specialization, value-added, and customer focus, 
but not to low-cost leadership.] 134 


Empowering the Purchasing Function: Moving to Team Deci- 
sions. Larry C. Giunipero and Judith F. Vogt, International Journal 
of Purchasing and Materials Management, 33 (Winter 1997), pp. 
8-15. [Survey of purchasers, Perceptions, Organizational role, 
Empowerment readiness, Adoption of TOM techniques, Types of 
teams, Extent of team development, Assessment, Implications.]135 


Individual and Joint Decision-Making in Industrial Vendor 
Selection. W. E. Patton III, Journal of Business Research, 38 (Feb- 
ruary 1997), pp. 115-22. [Literature review, Survey of industrial 
buyers, Profiles, Loners, Insiders, Outsiders, Hypothetical scenar- 
ios, Performance, Variability, Statistical analysis, Iraplications.] 136 


Changing Patterns in Industrial R&D Management. Ashok K. 
Gupta and David Wilemon, Journal of Product Innovation Man- 
agement, 13 (November 1996), pp. 497—511. [Trends, Survey of 
R&D directors, Attitudes, Major changes in recent years, Antici- 
pated changes, Causes, Skills and knowledge required, Assess- 
ment, Implications.] 137 


The Impact of Technology on Small Manufacturing Firms. 
Tracy D. Rishel and Maxie Burns, Journal of Small Business Man- 
agement, 35 (January 1997), pp. 2-10. [Literature review, Survey 
of operations managers, Comparisons, Advanced and traditional 
technology firms, Demographic characteristics, Production envi- 
ronment, Management techniques, Assessment.] 138 
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What's Going on Overseas Could Impact Quality Here. Susan 
Avery, Purchasing, 121 (October 17, 1996), pp. 50-52. [ISO 9000, 
Value, European policy, Proliferation of management system stan- 
dards, Multiple audits and certification schemes, Assessment.] 139 


3.2 Nonprofit, Political, and Social Causes 
See also 22, 120, 164, 234 


Golden Wings. Rachel Dickinson and Brad Edmondson, Amert- 
can Demographics, 18 (December 1996), pp. 47-49. [Wildlife 
watchers, Conservation organizations, Affluence, Marketing tie- 
ins, Consumer expenditures, Market strategy, Examples.] 140 


Mending Fences: Selling AIDS Drugs to the Gay Community. 
Hazel Kahan and David Mulryan, American Demographics, 18 
(December 1996), pp. 42-45. [Discussion, Demographic charac- 
teristics, Choosing treatments, Word of mouth, Advocacy groups, 
Assessment.] 141 


Profits for Nonprofits: Find a Corporate Partner. Alan R. 
Andreasen, Harvard Business Review, 74 (November/December 
1996), рр. 47-50, 55-59. (Corporate image, Cause-related market- 
ing, Alliances, Transaction-based promotions, Joint issue promo- 
tions, Licensing of names and logos of nonprofits, Risks to non- 
profits, Market strategy, Examples.] 142 


The Effect of Direct Mail Framing Strategies and Segmenta- 
tion Variables on University Fundraising Performance. Paul D. 
Berger and Gerald E. Smith, Journal of Direct Marketing, 11 (Win- 
ter 1997), pp. 30—43. [Literature review, Experiment using poten- 
tial donors, Factors, Suggested anchor point, Factual/statistical and 
narrative/experiential reference information, Framing valence, 
Impacts, Response rate, Size of gift.] 143 


Clinton, Health Care, and the Crystal Ball. Lisa Poulter Hair, 
Journal of Health Care Marketing, 16 (Winter 1996), pp. 6-13. 
[Discussion, Legislation, Reform, Managed care growth, 
Medicare, Medicaid, Uninsured, Alternative approach.] 144 


Partnerships: The Prescription for Healthier Communities. 
Melissa A. Rapp and Rona Wotschak, Journal of Health Care Mar- 
keting, 16 (Winter 1996), pp. 43-44 [Coalitions, Advantages, 
Problems, Success, Guidelines, Example.] 145 


Services Offered by Charitable Organizations: How Attitudes 
Differ Among Retired and Non-Retired Persons. Linda Chns- 
tiansen, Gene Beckman, and Peter Mears, Journal of Nonprofit 
and Public Sector Marketing, 4 (No. 4, 1996), pp. 43—53. [Per- 
sonal interviews, Demographic characteristics, Nonretired per- 
sons demonstrated a stronger level of agreement with the neces- 
sity for offering a broad range and scope of services than did 
retired persons.] 146 


Toward an Understanding of Public Purchaser and Salesper- 
son Interaction Activities: A Public Purchaser's Perspective. 
Kenneth R. Evans and Roberta J. Schultz, Journal of Nonprofit 
and Public Sector Marketing, 4 (No. 4, 1996), pp. 55-75. [Litera- 
ture review, Survey, Perceptions, Roles, Relational activities with 
internal customers and external vendors, Reliability, Communica- 
tion, Follow-up, Specification assistance, Statistical analysis, 
Implications.] 147 


Volunteer-Friendliness of Nonprofit Agencies: Definition, Con- 
ceptual Model, and Applications. Charles J. Hobson, Anna 
Rominger, Kathryn Malec, Colleen L. Hobson, and Kathy Evans, 
Journal of Nonprofit and Public Sector Marketing, 4 (No 4, 1996), 
pp 27-41. [Literature review, Model components, Volunteer ` 
attraction and recruitment, Initial personal interaction with agency 
staff, Utilization and assignment, Postvolunteenng follow-up, 
Guidelines.] 148 


Determinants of Volunteerism: A Cross-Disciplinary Review 
and Research Agenda. Walter Wymer, Glen Riecken, and Ugur 
Yavas, Journal of Nonprofit and Public Sector Marketing, 4 (No. 4, 


1996), pp 3-26. [Literature review, Participation decisions, Vani- 
ables, Person-related, Social, Efficacy, Contextual-related, 
Research questions, Assessment.] 149 


The Problems of Translating Fair Trade Principles into Con- 
sumer Purchase Behaviour. Carolyn Strong, Marketing Intelli- 
gence and Planning (UK), 15 (No. 1, 1997), pp. 32-37. [Literature 
review, Equitable trading relationships, Pressure groups, Ecologi- 
cal concerns, Communicating the human element, Commitment, 
Getting stores to carry environmentally friendly products, Man- 
agerial implications, UK.] 150 


3.3 International and Comparative 
See also 4, 11, 36, 41, 55, 77, 90, 94, 96, 102, 123, 133, 
139, 150, 176, 177, 180, 218 


A Guide to Intellectual Property Rights in Southeast Asia and 
China. Shengliang Deng, Pam Townsend, Maurice Robert, and 
Normand Quesnel, Business Horizons, 39 (November/December 
1996), pp. 43-51. [Legislation, Development factors, Economic, 
Cultural and social, Political and legal, International pressure, 
Country comparisons, Protection, Patents, Trademarks, Copy- 
rights, Enforcement, Projections.] 151 


Meeting of the Mindsets in a Changing Russia. Sheila M. 
Puffer, Daniel J. McCarthy, and Anatoly V. Zhuplev, Business 
Horizons, 39 (November/December 1996), pp. 52-60. [Discus- 
sion, Business condition influences, Matrix, Relationships, Old 
hands, New entrants, New entrepreneurs, Red executives, Assess- 
ment, Recommendations.] 152 


An International Profile of Countertrading Firms. Dorothy А 
Paun, Industrial Marketing Management, 26 (January 1997), pp. 
41-50. [Literature review, Survey of practitioners, Countertrade 
activity, Size of transactions, Forms of countertrade used and 
importance, Satisfaction, Marketing objectives, Assessment, Many 
industries, Many countries.] 153 


Тће Impact of the Basle Capital Adequacy Ratio Regulation on 
the Financial and Marketing Strategies of Islamic Banks. 
Rifaat Ahmed Abdel Karim, /nternational Journal of Bank Маг- 
keting (UK), 14 (No. 7, 1996), рр 32-44. [Discussion, Risk, 
Sources and uses of funds, Profit-sharing methods, Four scenarios, 
Applications, Assessment. ] 154 


Countertrading with Eastern Europe: A Comparative Analysis 
of the Benefits and Pitfalls. Nabil A. Ibrahim and John P. Ange- 
lidis, International Journal of Commerce and Management, 6 (No 
3 and 4, 1996), pp. 22-40. [Literature review, Survey of Amencan 
Countertrade Association members, Types of countertrade 
employed, Motives, Problems encountered, International compar- 
isons, Statistical analysis.] 155 


Iceland Drifting Towards International Integration: The Pros 
and Cons of Joining the EU. Marios I. Katsioloudes, Steinunn 
Thordardottir, and Phillip W. Balsmeier, International Journal of 
Commerce and Management, 6 (No. 3 and 4, 1996), pp. 41-56. 
[Discussion, Exports, European Free Trade Agreement, European 
Economic Area, European Union, Membership concerns, Common 
Fishery Policy, Assessment.] 156 


Creating Effective Advertising Strategies in Developing Mar- 
kets. Erdener Kaynak, Orsay Kucukemiroglu, and Alı Kara, Inter- 
national Journal of Commerce and Management, 6 (No. 3 and 4, 
1996), pp. 105-32. [Literature review, Global advertising agency 
selection process, Organizational structure, Agency-client rela- 
tionships, Advertising expenditures, Survey of companies, Evalua- 
tions of advertising agencies, Attributes, Respondents’ demo- 
graphic characteristics, Assessment, Turkey.] 157 


Business Advertising Appeals as a Mirror of Cultural Dimen- 
sions: A Study of Eleven Countries. Nancy D. Albers-Miller and 
Betsy D. Gelb, Journal of Advertising, 25 (Winter 1996), pp. 


57–70. [Literature review; Hypotheses; Content analysis, Print 
advertisements; Correlation coefficients relating the proportional 
use of each appeal to individualism, uncertainty avoidance, power 
distance, and masculinity; Hofstede, Pollay.] 158 


Journal of Business Research, 38 (January 1997), pp. 3-103. [Ten 
articles on new international enterprise in Latin America, Trends, 
Market liberalization, Business growth, Product lines, Competi- 
tion, Market strategy, Market segmentation, Environmental con- 
cers, Regulation, Free trade zones, Location analysis, Strategic 
alliances, Case studies.] 159 


Journal of International Business Studies, 27 (No. 5, 1996), pp 
849-1053. [Nine articles on global perspectives on cooperative 
strategies, Joint ventures, Economic models, Local and foreign 
knowledge acquisition, Job satisfaction, Market-based contracts, 
Trust and strategic integration, Performance, Business networks, 
Statistical analysis.] 160 


Valuation of the Operating Flexibility of Multinational Cor- 
porations. Linda Allen and Christos Pantzalis, Journal of Inter- 
national Business Studies, 27 (Fourth Quarter 1996), pp. 633-53 
[Literature review, Model presentation, Survey, Characteristics, 
Breadth (number of foreign countries), Depth (concentration of 
foreign subsidiaries), Effects, Market intangibles, Statistical 
analysis.] 161 


International Technology Transfer in Services. Robert Grosse, 
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Book Reviews 





The Information Age: Economy, Society and Cul- 
ture Volume I: The Rise of the Network Society 
By Manuel Castells (Cambridge, MA: Blackwell 
Publishers, 1996, 556 pages, $25.95) 


In this series, Professor Castells combines a French struc- 
turalist Marxist perspective with twelve years of empirical 
research in the United States, Asia, Latin America, and 
Europe in order to develop a systematic theory of the “infor- 
mation society." The first volume of this trilogy deals with 
the logic of the “Net.” The second volume will analyze the 
formation of the “Self” and the clash between the Net and 
the Self in the patriarchal family and the national state. The 
third volume will attempt to interpret current historical 
transformations that have occurred because of the dynamics 
outlined in the earlier volumes. 

Those who are unfamiliar with the various strains of 
Marzist thought might be inclined to believe that the col- 
lapse of the Berlin Wall in 1989 should have been a death 
blow to Marxism in the same way that the fall of the Bastille 
in 1789 was a death blow to the medieval concept of the 
“Divine Right of Kings.” However, Castells (p. 1) argues 
that the collapse of the Soviet Union has actually “rescued 
the political left from the fatal attraction of Marxism-Lenin- 
ism." His overall objective is to explain how advances in 
artificial intelligence, genetic engineering, materials pro- 
cessing, robotics, and other types of information technology 
are reshaping our economy and society in the same way that 
Karl Marx tried to explain how the steam engine trans- 
formed feudalism into bourgeois capitalism. 

The Marxist theory of history is materialistic, meaning 
that the economic substructure of productive activities and 
their relationships ultimately determines the cultural super- 
structure that consists of art, law, morality, philosophy, and 
even religion. Therefore, Castells begins by describing how 
recent technological changes have created a new type of 
economy organized around global networks of capital, man- 
agement, and information. Each network consists of a set of 
interconnected nodes. Silicon Valley, Hollywood, and Wall 
Street are all examples of nodes from different networks in 
which information, capital, and cultural communications are 
produced, exchanged, and consumed at nearly instantaneous 
rates. This network-based social structure is appropriate for 
an innovative, globalized, and decentralized form of capital- 
ism. What distinguishes this new economic system from 
previous ones is that technological knowledge rather than 
physical labor or energy is at the root of productivity and 
competitiveness. Consequently, power accrues to those who 
control the switches connecting one network to another 
rather than to those who own the means of production. 
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Moreover, these networks and their flows of information are 
largely outside national regulation. The state has not with- 
ered away, but its parts have now become nodes (e.g., 
NASA, the Pentagon) in various networks. Unfortunately, 
the network that creates greater opportunities for human 
interaction also makes possible the formation of interna- 
tional criminal organizations peddling narcotics, human 
flesh, and weapons. For example, the production, manufac- 
turing, and distribution nodes of a global narcotics network 
consist of poppy fields, clandestine laboratories, secret land- 
ing strips, and street gangs. This illegal network attaches 
itself and influences legitimate ones through various money- 
laundering financial institutions. 

Marx claims that history consists of a series of struggles 
between the classes (Heilbroner 1986). The capitalists, by 
necessity, continually lower the costs and increase the out- 
put of goods at the expense of the workers. Eventually, Marx 
predicts, extreme poverty and misery will force workers to 
rise up and seize the means of production. Thus, the capital- 
ists become their own gravediggers. Castells never goes this 
far, despite his concerns that the information revolution is 
leading to a highly segmented social structure. Instead, he 
affirms a belief in rationality, “takes exception to various 
forms of intellectual nihilism, social skepticism, and politi- 
cal cynicism," and affirms his belief *in the chances of 
meaningful social action, and transformative politics, with- 
out necessarily drifting towards the deadly rapids of 
absolute utopias” (p. 4). Although Castells begins with 
Marx, he continues along paths laid down by the twentieth- 
century French philosophers Jean-Paul Sartre, Maurice Mer- 
leau-Ponty, and Claude Lévi-Strauss (as opposed to those of 
V. I. Lenin and Leon Trotsky) to explore the cultural and 
social implications of this ongoing transformation. 

Marx claims that it is not consciousness that determines 
being; rather, it is social being that determines conscious- 
ness (Copleston 1965). He states that the hand mill leads to 
a society with the feudal lord, and the steam mill leads to 
one with the industrial capitalist. Change in the means of 
production also is reflected by changes in basic conceptions 
of reality. For example, the celestial hierarchy of medieval 
theology gives way to the Puritan doctrine of predestination. 
If this analysis is correct, what kind of society can we expect 
to see now that the microprocessor is at the heart of the pro- 
duction process? Castells (p. 476) argues that "politics 
becomes increasingly played out in the space of media. 
Leadership is personalized, and image-making is power- 
making.... [W]hoever the political actors and whatever their 
orientations they exist in the power game through the 
media.” 
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In the network society, the distinction between Washing- 
ton and Hollywood has blurred, and Congressman Sonny 
Bono (R-Ca.) makes perfect sense. However, as was the case 
before, changes are not limited to the political arena. 
Castells argues that the rise of the network society alters our 
very conception of both space and time. The new spatial 
logic emphasizes flows rather than places. Furthermore, this 
new form of space reshapes time from the sequential to the 
eternal and ephemeral. This result is a global city with an 
intricate electronic infrastructure and a nondescript architec- 
ture located somewhere on the "edge of forever." 

The network society is not without conflict. The first 
source of conflict involves the change in social relations that 
accompanies the changes in the organizational and technical 
forces of production. There are winners and losers. Those 
who are in jeopardy fight to maintain their positions (e.g., 
the struggle between the landowners and the merchants dur- 
ing the industrial revolution). In the network society, the 
labor unions appear to be the big losers. Capital has always 
been global. The new technology now makes it possible to 
manufacture and assemble goods anywhere in the world. 
Castells (p. 279) does not believe that these phenomena 
imply mass unemployment, but they do force the workers to 
become “lean individuals farmed out in a flexible network.” 
The worker has more freedom, but is less secure. There is, 
however, an even deeper and more troubling source of con- 
flict that accompanies the formation of the network society. 
Marx believes that man must objectify himself in order to 
realize himself. This is accomplished primarily through his 
own labor. Under capitalism, this self-objectification 
becomes (1) self-alienation, because the worker's product is 
treated as something alien to himself, and (2) social alien- 
ation, because membership in one class does not represent 
the entire man. Something similar occurs during the forma- 
tion of the network society. Castells states that "In a world 
of global flows of wealth, power, and images, the search for 
identity ... becomes the fundamental source of social mean- 
ing... Our societies are increasingly structured around a 
bipolar opposition between the Net and the Self" (p. 3). 

The process of globalization that has unleashed formi- 
dable production forces also shatters traditional family, 
political, and social organizations. It even threatens to mar- 
ginalize and make redundant certain persons as well as 
entire regions that have been excluded from the global net- 
works. These excluded persons include the followers of 
Aum Shinrikyo in Japan, the American Militias, the Islamic 
Jihad, the Shining Path in Peru, and others. The excluded 
regions include the South Bronx as well as entire nations, 
such as Albania, Burkina Faso, Rwanda, and Somalia. In 
this model, society is no longer divided between worker and 
capitalist or even North and South, but between the dynamic 
and the irrelevant. Castells promises to address this topic in 
greater deal in the next volume. 

How are we to assess this work? The reader does not 
have to be a Marxist to appreciate this attempt to build a 
model that ties together the events of the last ten years. I was 
fascinated by the comparison of the industrial revolutions of 
the eighteenth and nineteenth centuries with the information 
technology revolution of the twentieth century. Castells (p. 
32) claims that the latter is distinguished by “а cumulative 
feedback loop between innovation and the uses of innova- 
tion,” whereby users and doers are one and the same. I was 


also intrigued by his account of the rise of Silicon Valley 
that he attributes to “macro research programs and large 
markets developed by the state,” combined with “a culture 
of technological creativity and role models of fast personal 
success” (p. 60). Apparently, it was not by sheer chance that 
this occurred in California. However, the overall answer to 
the question ultimately depends on whether one believes 
that historical events conform to some general order, a ques- 
tion first raised by Plato that continues to be a subject of 
intense controversy. Castells could have made his task and 
the reader’s easier had he been familiar with certain terms 
like “exchange” or “channel of distribution.” In several 
places he uses whole paragraphs where a single marketing 
concept would have sufficed. That, however, is a minor 
complaint. If Castells does not succeed in developing a 
grand theory to explain this “postmodern” world (a phrase 
he does particularly like), it is not for want of effort. At the 
very least, his methodology as well as the empirical data he 
has collected should be of immense value to marketing the- 
orists attempting to construct grand theories to explain their 
own discipline. 
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Anticompetitive Practices in Japan: Their Impact on 
the Performance of Foreign Firms 

By Masaaki Kotabe and Kent W. Wheeler 
(Westport, CT: Praeger Publishers, 1996, 190 
pages, $59.95) 


Although the world likes a good story, much of reality is 
characterized by protagonists who escape convenient classi- 
fications as “heros,” “villains,” or even “jesters.” In real life, 
heros often emerge as villains and vice versa—the complex 
psyche of the protagonist is masked only by the gullibility of 
the reader or his or her inability to fathom the abstract con- 
struct of the representational character. The case of Japan is 
a clear example. The abstract construct of “Japan” often 
brings to mind images of a global market leader, a world- 
class manufacturer of quality automobiles and electronics, 
and a complex society where modernity and tradition min- 
gle to produce an everyday life that is simultaneously 
brusque and tranquil. On the other hand, the same abstract 
construct conjures in some minds the idea of a villainous 
victor, one who, through the guile of anticompetitive activi- 
ties and subtle trade barriers, plays an otherwise “fair” game 
with loaded dice. 

Thus, we read in the late seventies and early eighties of 
a Japan that had invented a new brand of “capitalism,” char- 
acterized by the successful adaption of Western technology 
and Japanese innovations in different forms of the firm, dif- 
ferent types of employment relationships, different notions 
of supplier relations and community obligations, and a dif- 
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ferent disposition toward efficiency and profits. The eupho- 
ria over this new model of progressive capitalism still exists; 
however, it is now muted in comparison to an alternative 
explanation of Japanese success: collusion and anticompeti- 
tive activities in domestic as well as global trade. What 
caused this change in conceptual emphasis for theorists and 
policymakers? Was it enhanced understanding or increased 
self-interest? 

In management and marketing theory, a “Japanese 
Model” of economic and industrial organization and func- 
tional strategy still prevails as a counterpart to the now well- 
received but mistaken view of free competition and the neo- 
classical firm that is presumed to be in operation in much of 
the Western world. Eulogies continue to be conferred on this 
model, and the prognosis, if one emerges beyond the details 
of what could be an interesting and deviant case example, 
tends toward the emulation of such successful practices. 
Some corporations in the United States were quick to 
respond to these newly discovered practices, spearheading 
movements toward enhanced quality of manufactured goods 
and improved long-term relationships with suppliers, 
employees, and customers. The U.S. government also was 
enamored by the Japanese Model at one point, sanctioning 
more than 300 research and development consortia among 
companies in the ten years after the Cooperative Research 
Act became law in 1984 (Hane 1993/94). 

The late eighties, however, brought different challenges. 
On the one hand, the U.S. trade deficit was increasing to 
alarming depths; on the other hand, interest groups with 
political clout were beating down doors in Washington with 
baleful stories of foul play. A culprit to blame for trade 
deficits and the U.S. decline in global competition had to be 
found, and the United States Trade Representative (USTR) 
invoked a new form of sanctions, the “Super 301,” in addition 
to the conventional arsenal of Voluntary Export Restraints 
(VERs) and antidumping actions (Bhagwati 1993). The 
transformation of the idea of Japan as a benign Dr. Jekyll to 
an evil Mr. Hyde was now more or less complete. 

The fact that Japan is different from the United States 
should not surprise anyone. Apart from the academic ques- 
tion of how different is Japan and along what dimensions 
(Dore 1993), the question of managerial and public policy 
significance is whether such differences can be tolerated in 
a free-trade system. Here, most perspectives are divided 
sharply along national lines. Although the United States 
would have Japan conform to a system of managed trade, 
whereby Japan would commit itself to clear import targets 
and export concessions, the Japanese stance has been that it 
should not be treated as different when it comes to global 
trade. Indeed, this is where some tense moments have been 
seen in both U.S. and Japanese foreign economic policies, 
with Japan, for the most part, conceding marginally to uni- 
lateral concessions sought by the United States. 

Kotabe and Wheeler’s book makes a significant contri- 
bution in the chronicling of this crossfire between the United 
States and Japan. A disproportionately long chapter sifts 
through a variety of economic, econometric, and political 
analyses to present alternative views on (1) patterns of 
Japanese imports, (2) the roles of the Ministry of Interna- 
tional Trade and Industry (MITI), Keiretsus, industrywide 
anticompetitive practices, and price-fixing in erecting entry 
barriers to foreign goods marketed in Japan, and (3) differ- 
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ences in antitrust laws and enforcement in the United States 
and Japan. This detailed review, along with other major 
aspects of the book, is embellished with rich case episodes 
of specific firms, industries, and/or practices. However, 
apart from this long review that can be read separately as 
well, the core of the book is merely one empirical study 
using 129 executives working for U.S. companies in Japan. 

As they repeatedly state throughout the book, the 
authors are specifically concerned with uncovering facts on 
whether anticompetitive activities occur more in Japan com- 
pared with the United States and whether such activities 
negatively impact the performance of U.S. companies mar- 
keting manufactured goods in Japan. The empirical study is 
well conducted, though some critical methodological weak- 
nesses can be outlined. It is clear that the authors are com- 
petent researchers, however, and these weaknesses stem 
more from the nature of the sample with which they had to 
contend for various well-intentioned reasons. 

On the issue of the relatively high occurrence of anti- 
competitive activities in Japan compared with the United 
States, the results are not so surprising, even though the 
authors are themselves surprised by the results. For exam- 
ple, despite overall perceptions that six of the ten anticom- 
petitive practices studied are higher in Japan compared with 
the United States, the results are sharply divided along 
national lines, with respondents of Japanese nationality 
crediting Japan with lower anticompetitive behaviors and 
those of American nationality perceiving Japan to be anti- 
competitive on all of the ten anticompetitive practices stud- 
ied. Given that it is managerial perceptions rather than 
objective facts that are being surveyed, should the results be 
so surprising, despite the fact that all respondents were 
based in Japan and working for U.S. firms? 

But the most interesting conclusion is with regard to the 
hypothesized negative impact of anticompetitive practices 
on performance. Here, respondents of all nationalities stud- 
ied claimed that whereas other factors such as economies of 
scale, advantageous bargaining position, market structure, 
and superior service had an impact on performance, anti- 
competitive practices had no impact on current perfor- 
mance. Instead, such practices had but a marginal signifi- 
cance (p « .10) on future (next three years) prospects of 
doing business in Japan. 

Therefore, does Japan indeed resort to anticompetitive 
activities and restrain trade to gain an unfair advantage? The 
answer to this question cannot be found in Kotabe and 
Wheeler's book, though the casual reader will gain consid- 
erable insights on this question from the detailed review pre- 
sented. Are anticompetitive practices relatively frequent in 
Japan compared with the United States? Again, Kotabe and 
Wheeler's study, though finding mixed results, cannot be 
used to answer the question because of some methodologi- 
cal aspects of their study. For example, each item of anti- 
competitive behavior is presented as a short scenario fol- 
lowed by a five-point scale evaluating the behavior's *occur- 
rence in Japan relative to the U.S.” However, except for the 
fact that all respondents work for U.S. companies, there is 
no indication that all respondents are knowledgeable enough 
to act as key informants and are aware of critical aspects of 
U.S. business environment, such as U.S. antitrust law and its 
enforcement, or even the predominance of a specific anti- 
competitive practice within the United States. 


Do anticompetitive practices in Japan affect the perfor- 
mance of American firms marketing manufactured goods in 
Japan? Here as well, Kotabe and Wheeler's study finds 
mixed results and only answers the question marginally. 
Again, the sample could be blamed, representing as it does 
a wide variety of industries, such as food, forest products, 
chemicals, pharmaceutical, electronics and electrical equip- 
ment, and soaps and cosmetics. Indeed, much too late the 
authors lament that anticompetitive practices may them- 
selves be industry-specific, with practices such as bid-rig- 
ging and price-fixing more common in certain industries, 
and others, such as refusal to supply, more common in other 
industries. Unfortunately, though Kotabe and Wheeler do 
attempt to relate certain practices to specific industries, their 
sample does not enable them to perform a more detailed 
analysis. 

If the crux of the book—an empirical study reported in 
laborious detail—finds such mixed results, it is fairly obvi- 
ous that not much can be gleaned in terms of implications of 
the study. Although the authors note some implications for 
U.S. companies and U.S. and Japanese trade officials, much 
of these prescriptions appear to be extensions of their review 
rather than of their results. 

In the final analysis, despite the relatively low contribu- 
tion of the authors’ study to our knowledge of anticompeti- 
tive practices in Japan, many features of the book still 
appear to be salient for researchers, teachers, managers, and 
policymakers. For the curious researcher, the book can be 
viewed as a sourcebook for a wide variety of literature on 
the topic of Japanese trade and U.S. responses. Indeed, the 
authors' detailed review of the literature could be used to 
gain background knowledge necessary to conduct research 
in this area and design future studies on countries other than 
Japan. For teachers and managers, the book provides a vast 
compendium of case episodes—19 in all—on a variety of 
issues regarding U.S. business strategy in Japan: Japanese 
business organization, including keiretsus; sector-specific 
practices, such as in retailing; industry-specific business 
relationships, such as in the steel, automobile, and consumer 
electronics industries; and the manifestation of a variety of 
anticompetitive practices. Some of these case episodes 
could be used as simulated analytical situations for decision 
making, whereas others could be used to obtain descriptive 

' accounts of anticompetitive practices in specific industries. 
For policymakers in the United States as well as Japan, the 
book presents a much-needed balanced perspective—one 
that gives credence to the historical and contextual condi- 
tions of Japanese business and antitrust law and at the same 
time considers actual cases of industries, sectors, and busi- 
ness practices that violate basic assumptions of free trade. 
Attention to such diverse perspectives as those cited in the 
book could contribute to a corresponding degree of multilat- 
eralism in policymaking. 

Has the case been closed on Japan? If this book is to be 
viewed as a summary of findings and perspectives from the 
past few years, one realizes that the issues are far too com- 
plex and much too intricate to be settled by either one book 
or one study. Here, the book makes a couple of eye-opening 
contributions that cannot be ignored: (1) Not only is further 
research needed on patterns of trade and business practices, 
but such research must be conducted in a comparative vein, 
and (2) before such research is conducted, our own received 


views and assumptions about international trade, competi- 
tiveness, anticompetitiveness, and fairness in trade must 
either undergo some revision or at least be challenged. A 
beginning has been made in this direction, with scholars 
questioning such issues as trade's impact on a country's wel- 
fare (Krugman 1994), the assumption of similarity of trade 
patterns among countries similar in industrialization (Srini- 
vasan 1991), the contestable assumption that vast differ- 
ences in institutional characteristics of the United States and 
Japan contribute to relative predominance of trade barriers 
(Mansfield and Busch 1995), and the dangerous conse- 
quences of managed trade in an increasingly interdependent 
world (Bhagwati 1993). Kotabe and Wheeler's book may be 
seen as a beginning and placed within this new set of 
thoughts on trade, trade policy, and business practices. 


REFERENCES 


Bhagwati, Jagdish (1993), "The Diminished Giant Syndrome. 
How Declinism Drives Trade Policy" Foreign Affairs, 72 
(Spring), 22-26. 

Dore, Ronald (1993), “What Makes the Japanese Different?" in 
Ethics and Markets, Colin Crouch and David Marquand, eds. 
Oxford, UK: Blackwell Publishers, 66–79. 

Hane, Gerald J. (1993/94), "The Real Lessons of Japanese 
Research Consortia,” Issues in Science and Technology, 10 
(Winter), 56-62. 

Krugman, Paul R. (1994), “Competitiveness: A Dangerous Obses- 
sion,” Foreign Affairs, 73 (March/April), 28-44. 

Mansfield, Edward D. and Marc L. Busch (1995), “The Political 
Economy of Nontariff Barriers: A Cross-National Analysis,” 
International Organization, 49 (Autumn), 723-49. 

Srinivasan, T.N. (1991), “15 Japan an Outlier Among Trading 
Countries?" in Trade Theory and Economic Reform—North, 
South, and East: Essays in Honor of Bela Balassa, Jame de 
Melo and Andre Sapir, eds. Cambridge, MA: Basil Blackwell, 
163-82. 


GOPALKRISHNAN R. [YER 
Baruch College 
The City University of New York 





Defending Your Brand Against Imitation: Consumer 
Behavior, Marketing Strategies, and Legal Issues 
By Judith Lynne Zaichkowsky (Westport, CT: 
Quorum Books, 1995, 184 pages, $49.95 ) 


An Overview 


Quorum Books has just released a second printing of Judy 
Zaichkowsky's book on brand imitation. This book is inter- 
esting because it integrates three streams of research: mar- 
keting strategy, legal issues, and consumer behavior. Typi- 
cally, these three areas of inquiry do not overlap to any great 
degree, so it is useful to see how the author weaves these 
strands together to create a coherent tapestry. The purpose of 
the book is to inform readers about current case law (both in 
the United States and internationally) that governs the prac- 
tice of brand imitation. 

By brand imitation, Zaichkowsky means leading con- 
sumers "by similar cues to believe that two brands are inter- 
changeable” (p. 1). A synonym is "passing off,” when “peo- 
ple confuse one business or product with another" (p. 3). 
The concept of "brand" is treated broadly so that it covers 
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words, marks, symbols, and trademarks. Overall, this is 
more a managerial marketing book than a legal tome. Case 
law is described in brief detail to illustrate key points about 
legal trends. 

The audience for this book is employees or owners of 
organizations whose trademark or brand has been infringed 
on. In addition, marketing managers or academics may be 
interested to read about the synthesis of the three topics 
alluded to in the subtitle of the book. Attorneys seeking a 
brief introduction to consumer research might also find this 
a useful book. 

In the preface, the author explains that she became inter- 
ested in brand imitation because of her legal consulting 
experiences (related to a case involving the National Hockey 
League). There is an increasing trend for marketing profes- 
sors to serve as expert witnesses, giving legal testimony. 
Thirty years ago, such experts were more likely to be drawn 
from the ranks of our colleagues in economics. Interestingly, 
this is one sign that academic marketing is maturing and 
gaining acceptance by societal institutions. There is a grow- 
ing realization that the marketing discipline (including its 
journals and scholars) is the repository for a body of knowl- 
edge that can help solve societal problems and disputes. 


Judges as Seers 


Zaichkowsky provides brief summaries of approximately 
115 legal cases. The judges who are quoted display an 
advanced knowledge of marketing and consumer behavior. 
For example, in 1942, Justice Felix Frankfurter writes the 
following remarkable legal opinion: 


The protection of trademarks is the law's recognition of 
the psychological function of symbols. If it is true that we 
live by symbols, it is no less true that we purchase goods 
by them. A trademark is a merchandising short-cut which 
induces a purchaser to select what he wants, or what he has 
been led to believe he wants. The owner of a mark exploits 
this human propensity by making every effort to impreg- 
nate the atmosphere of the market with the drawing power 
of a congenial symbol.... [T]he creation of a mark through 
an established symbol implies that people float on a psy- 
chological current engendered by the various advertising 
devices which give a trademark its potency (p. 3). 


This statement about human behavior and marketing 
practice is quite advanced for the 1940s, and in many ways 
foreshadows Levy’s 1959 essay on symbols that appeared in 
Harvard Business Review. From a 1990s marketing per- 
spective, Frankfurter’s view seems a bit Machiavellian, as it 
talks about “exploiting” consumers and “inducing” them “to 
select what” they “believé” they “want.” However, many 
social scientists still subscribe to this negative view of mar- 
keting activities and its effects on consumers. Most market- 
ing professionals do not currently believe that it is so easy to 
manipulate consumers. There is considerable evidence that 
American consumers often are quite cynical and suspicious 
of the advertising messages they see and hear. 

If one discounts Frankfurter’s Machiavellian perspec- 
tive, his account of symbolism seems quite modern. In it, he 
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acknowledges the profound psychological impact of sym- 
bols and recognizes that consumer behavior is simply a sub- 
set of human behavior in general, governed by the same 
laws of human nature. 

In 1946, British jurist Judge Cattarch describes con- 
sumer shopping behavior in a surprisingly advanced way for 
that time: 


The ordinary person buying groceries and other wares off 
the shelf does not look beyond the brand on the label in 
distinguishing the origin of the wares he or she is contem- 
plating buying. There is neither the time nor the inclina- 
tion, during the course of a shopping excursion, to stop and 
peruse the fine print on the labels, much less appreciate the 
fine distinctions of meaning that might be taken therefrom 
(р. 13). 


Again, the judge provides a modern view of low- 
involvement consumer behavior. He also recognizes one of 
the main advantages of branding (from a consumer perspec- 
tive). That is, a brand serves as a shortcut and a time-saver 
for consumers. Consumer research in the 1980s and 1990s 
repeatedly demonstrates that shoppers are not particularly 
aware of “the fine print on the labels" of products they buy. 


A Neglected Theme: Marketing Research as Legal 
Evidence 


Throughout the text, Zaichkowsky describes the process of 
marketing research as it produces information that becomes 
legal evidence and influences legal decisions. Because the 
author discusses so many cases, it is not always possible to 
go into great depth on each. As a result, the reader is some- 
times tantalized and thirsts for more detail. For example, in 
a case involving the Sears Roebuck company, the court 
appeared to rule against Sears because of faulty marketing 
research. Leading questions were thought to have elicited 
biased responses from consumers. It would be interesting to 
know exactly what kinds of questions were asked on the 
survey and the process by which the court decided that this 
procedure was inappropriate and/or flawed. Such informa- 
tion would be enlightening from both a marketing research 
and a public policy perspective. In this way, the author 
could add a fourth theme to her book: marketing research 
as legal evidence. 


Summary 


Overall, this is a well-written book that is both interesting 
and informative. There is something here for both marketing 
academics and marketing managers. More and more, it 
seems, the interesting work in the social sciences is done at 
the boundary. This book is extraordinary because it operates 
successfully at the boundary of three disciplines. The author 
creates a tight synthesis that is both practical and thought 
provoking. 
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